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Publ ic own«r«hi|» i s not a nam oonoept for tHe Indian 
eoonoey, I'ho c o n t r o l of oootiomlo a o t l v i t i o » axai tuo d i r e c t 
n a r t t e i p a t i o n of tho i t a t e oaii ba t r aced evtm before Indepeadence. 
?ow»ver, the p o t « n t i o l i t l e 9 of publ io o a t e r p r i s e for triMJafor.Jin^ 
th« Tndlfin f^tionomy wore r-^alleed only in thia .jo^t-Iudf^peiideoce e r a i 
wfiffn th« country wns faolog vartouK ootaplax probleiaa l iku rou t to i -
t l t p i t l on of ri»fttso<^^f »-*iort«^e of food, estii>liBUmuat of uas ic 
i f i t a s t r l o « and orovld iug eisploya^at e t c . A s U u t l u a of iiuine 
and o the r cotaplex nrf>bl»as nocdssl tci tod trtcroBwlng Indulj^ence of 
tho iovernmont, J o s i d e s , ttio i t i i te uQdert<ikingis were caii i ldereil 
a« n soiipo* of c r o « t l n g re sources for expanding dovalopiaoatal 
wn t fv l t l e s of the coon t ry . In tii*? e a r l y phsHe of ptiblio o^mersaip, 
Vi<* concept of p r o f l t - © « r a i a g frois the s t . i t a undor t iKia^s xitxn not 
aco?»?>f«d sine© th#y ware ooaflned ;30s*tly to the pub l i c u t i l i t i e s 
to nrovid© the b a s i c service?* to tha pivaplc,, Aiovortlielessi tbo 
1 den o f * n o - p r o f l t - n o - l o ^ s * was l a t e r on dropped as the consensus 
wa«» in favour of tue surrd'iw eariiing!i fro^u publ ic e n t e r p r i s e s , 
f i i SI w*!9 otviouBly haonise of tho l imi t ed sco^jc of otfier -sources 
of f inance for th«» <»nlarged devolcipfaental aohofl* *s of t!i,' econoujy. 
V«i a^n lns t o t h - r ao thoda , suob ma t a x a t l t m , borrowings , e x t e r n a l 
«9^ l9 tanoe , p ' lbl lo t>nt«rj^>ri <«©» wore ;>reforrad for tny loai Uzativja 
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of resowrcoii m» t h s l r surplus I s created without any p o l l t i o a l 
reslstBiiOe a»id with l*^ftst s?icrjflci» to the tax-payors. .^aturjilly, 
therefor©, I t xinm thi^ oonslderatitui «*iiolii Ini'luHnood t ie 
fi;ov«mni©nt*9 thlalclna; in the taatter of owning and Jiana^ing a 
larga nuflbor of Indus t r t a l aa terpr i»08. 
At prosent , public onterpri'se In India c l n l a i a huge 
inv««»toant In I t s glnnt and aiultl-fiarttosG pro joots . The .'inaly^ls 
of tba growth of public en terpr i se r<»voala that a nuiaber of cap i t a 
goods Industrion hnvo heiin a!ita!)li»h#d which have brou^^ht ohout 
th« sooio-oeooomio ohaage in th© IndlAn econose^, ihoy have f i l i a l 
up o ^orious gap In the indus t r i a l f ie ld and have strerii^ttioneii 
th«» indus t r ln l baso of the econosQr, Uospite the i r sooi o-eoouo lic 
^Ifffitfionnee nod hug© lnve**taient m«lo therein^ public entorpr ise 
onn olftlra no virtu«» unl*!a»! t t functions effect ively as a c rea te r 
of iiflw woaUh, The stsMiMtionl analyslN of the worki?ig of public 
f»nterori»e r©v«»als that there i s a vast gap hf»twoon Ideals imd 
?)?'fl*'tte«»s and th»t i t has f i i l ad to bring abmit the desired r e s u l u 
The rolo of public aeotor •ntf»rprlaes in the mobilixatiou of 
resources for the eoonoi^ has been InMlgnifleant aa thuir c o n t r i -
bution to th*» Matiomal .xehequer t*4 aot fiub»tanti n l . 
the fnotual inforsntion avai lable c ls ' i r ly indlonte*) that 
the oon«»rvatlvo and hotoh-potoh pr ic ing pol icy , defective 
pifttinlngt ftdmlnis* tr?>tlve ond saanogerial def Ic ieoc les , selection 
of inef f lc iont aanagerlfsl personnel, neglect of mater ials 12. nagcfaon 
«5cc«sslv« o o l l t l o a l In tarf^reno© and t h e unQullghtoaod r^ersoancl 
p o l i c y nrf* rwsiponsl&le for t h i s s t a t e of a f f a i r s . Ooasequently, 
t?i# cos t p#r un i t of product ion lias t n c r ^ a s s d , iviiioh, in t u r n , 
hns re«!uoed th« p rof i t -^onrgtas. Thus, the t:>'i^li<i o n t e r p r l s e s tujve 
fnl lod to mohtli«i« adequate r e sources for ©tjoaoiaic aqvelopaoii t , 
nia tmnlytiotil study of tbe prolj leas finsi convinootl tsie 
outhor tHnt the pO'ttlv** ijt«',»9 should be takon to ijaprove t t i e i r 
detf»rlorRtlng oon^li t ton, T?se i i r ioing po l i cy of t!ic pub l i c e u t e r -
pri«»»s lea!V*»s tauca t o bo d e s i r e d , t'toore i s u need t o reduce tUe 
coa t to i t s nsxi^iits a ic tent , '.everal fftctor*? a re iavolvad in tJ i is 
co«it r u i n i n g ph<tnoaona tno lud ing rion<-tiiiti£»ti;m of tiio f u l l 
onpoolty of those urtdwrtnkin^a w j^leU r e q u i r e radlcAl caani;o9 to 
iwnrove t h i s »itUfjt lon, In t h i s r e g a r d , the mitiior ha* put farward 
v«riou«9 augge i t lonu «*ilch i a c lnde r e - o r i e n t n t i a a of liie p r i c i n g 
n o l t c y , prt»per p r e l i a i n a r y p lann ia . ; , e f f e o r l v e f sa t^ r i a l s and 
f l n m o l n l annageaent , nutonofiy of tfi« management, avaldaace of 
undue» Gav©rn'«entnl l a t@rf«r»aee , monetary aJid nori-^onotary iuootio ,. 
t i v e a wid the tnotfvil ^iandUng of lndU!»trial r o t a t i o n s , >rgmit'/,od 
on the l i na» ind iootod abov®, the publ ic ontPirpr isas would 
undoubtedly , perform tho p o s i t i v e r o l e i n the c r e a t i o n of r e s o u r c e s . 
And t h i s i s mire to brifig about the ooonoailo develooment of the 
econoay a« c a p i t a l foraiiitlon i s the* pro«-coadilioii to achieve 
t h i s «otiv«». 
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P R E F A C E 
A high rate of 0£q>ital formation i s a s ine quo non for 
the eoonomlc deTelopment of the developing c o u n t r i e s . Unfor-
tunate ly , the poverty of the people prevents them from saving 
more and the shortage of domestic savings avai lable for i n v e s t -
ment i s the most important s i n g l e hurdle in the way of c a p i t a l 
formation of the developing countries including India . Hence, 
due to the in su f f i c i ency of voluntary sav ings , other means such 
as taxat ion , borrowings and foreign ass i s tance are resorted to 
in order to ra i se the addit ional f inances . But a l l these methods 
of finance have t h e i r own l i m i t a t i o n s and revenues from these 
sources cannot be drawn ind i scr iminate ly . S ince , the expenditure 
of the Government has enlarged on account of multipurpose develop-
mental a c t i v i t i e s , the publ ic enterprise in India was assigned 
heavy r e s p o n s i b i l i t y of mobilizing the resources for the develop-
mental a c t i v i t i e s of the econooQr. 
Although, in the i n i t i a l s t a g e s , the p o t e n t i a l i t i e s of 
public undertakings for generating resources for the economic 
development were not rea l i zed as the consensus was in favour of 
making 'no-prof i t - n o - l o s s ' from these i n s t i t u t i o n s . This was 
mainly due to the fact that the public enterprise was in the 
primary stage and, as such, was confined mostly to the public 
u t i l i t i e s to provide the bas ic s e r v i c e s for the people . But 
gradually, with the r i s e of investment in the publ ic sector during 
the plan per iod , the public enterprise spread i t s n e t . In conse-
quence, the surplus expected from public enterprises has assumed 
great importance. The Industr ia l Pol icy Resolution of 1936 s tated 
that *it i s to be expected that public enterpr ises Trill augment 
revenues for the further development in fresh f i e l d s . In the 
F irs t Plan, earnings of public enterpr ises were not mentioned in 
plan outlay separately but were added to the budgetary resources . 
In the Second Five Year Plan, public enterprises contributed 
Rs.iSO crores , i . e . , 3 .2 per cent of the t o t a l out lay . During 
the Third Plan per iod, public enterpr ises made the margin to the 
extent of Rs.435 crores , or 5 .1 per cent of the t o t a l plan out lay . 
Public enterpr ises contributed Rs . l l 35 crores for the Fourth Plan 
which i s nearly 7 per cent of the plan out lay . Surplus from public 
enterpr i ses for the Fif th Plan i s estimated at Rs.5938 crores or 
16 per cent of the plan out lay . 
The purpose of the present study i s to nake an ana ly t i ca l 
study of the ro le of public enterpr ise in the context of resource 
mobi l izat ion . The study deals with the growth of publ ic enterprise 
s ince 1960-61 to 1969-70. However, th i s 10 year period i s not 
without reasons. F i r s t l y , th i s period covers the real time of 
public sector development in India because in s p i t e of the emergence 
of public enterprise with the introduct ion of planning, i t s 
organized development occurred after the F ir s t Five Year Plan and 
(11) 
I t s large-eoa le achievements came i n t o being only after the Second 
Five Tear Plan. Secondly, s t a t i s t i c a l Inadequacies have made this 
task d i f f i c u l t . Hence» the period s e l e c t e d in t h i s study is, by 
and l a r g e , enough to give us a c lear understanding of the role of 
public enterprise as a resource creator in the Indian eoonoa:^. 
The subject matter has been discussed in six Chapters. 
Chapter I makes a study of the ceuses of emergence of public 
oimership. I t has been divided i n t o two s e c t i o n s . Sect ion I 
revea l s the philosophy of public ownership in general , while 
Sect ion II deals with the public ownership in India before and 
a f ter Independence and examines the io^ortance of the public e n t e r -
p r i s e s in the nat ional economy. 
Chapter II which deals with public enterprise as a source 
of resource mobi l i sat iou i s divided in two s e c t i o n s . Sect ion I 
deals with the requirements of capi ta l formation to meet the 
expenses Incurred in various developmental a c t i v i t i e s . Sect ion II 
reveals the extent to v^lch the Government c o l l e c t s i t s finances 
for the plan outlay in India through various means such as taxat ion , 
borrowings, external ass i s tance and the d e f i c i t f inancing. I t a l so 
l i s t s various l i m i t a t i o n s in drawing finances for development 
programmes through these sources . A c r i t i c a l stud;)r i s a l so made 
to work out the i r l imi ta t ions and to emphasise the io^ortance of 
public enterprise in mobi l izat ion of resources . 
Chapter I I I reveals the growth of public enterpr i ses in 
India during the plan period. I t i s based on the {(bailable 
( i l l ) 
s t a t i s t i c a l data and t r i e s to answer the fo l lowing quest ions! 
(a) 9hat has been the numerical s trength of the concerns during 
the plan period? (b) Which type of enterpr i ses has been developed 
and encouraged? ( c ) What i s the pattern of investment and asset 
of these enterprises? (d) What are the prof i t and p r o f i t a b i l i t y 
r a t i o s of these enterprises? and l a s t l y ( e ) How they succeeded in 
achieving the goal of cap i ta l formation? The study i s meant as 
a backgroimd for understanding the various aspects of public enter-
p r i s e s to reveal the scope as regards the resource mobi l i sa t ion . 
Chapter IV d i scusses the impact of public enterprise on 
resource mobi l i sat ion through t h e i r m i l t i p l e a c t i v i t i e s . The 
Chapter makes a study of shortcomings of the public enterpr ises 
in the mobi l izat ion of resources for the economic development. 
Chapter V attempts to analysct in d e t a i l , the various 
factors which i n h i b i t the e f f i c i e n t working of public enterprises 
in India . The study i s made with reference to pr ic ing po l i cy of 
public e n t e r p r i s e s , managerial and administrative d e f i c i e n c i e s , 
indus tr ia l r e l a t i o n s and the lack of autonoagr e t c . 
Chapter VI makes an overal l appraisal of publ ic enterprises 
and shows that due to the de fec t ive working, they have not played 
an e f f e c t i v e ro le in the creat ion of resources . Management and 
the labour did not pay due at tent ion to t h e i r d u t i e s . Also, the 
Interference of the Government i n the day-to-day working created 
the lack of confidence among the administrative machinery, which 
consequently, checked the e f f i c i e n t working of public e n t e r p r i s e s . 
( i v ) 
F i n a l l y , therefore , I have ventured to suggest some reforms, namely, 
the reor ientat ion of pr ic ing po l icy of public en terpr i se s , proper 
preliminary planning, e f f e c t i v e materials and f inanc ia l mcmagement 
and the t a c t f u l handling of indus tr ia l r e l a t i o n s e t c . , which I am 
sure , w i l l be helpful in the attainment of the des ired o b j e c t i v e s . 
I do not claim any o r i g i n a l i t y in the d i scuss ion . However, 
in making an ana ly t i ca l study of the ro l e of public enterpr ises 
in the context of resource c r e a t i o n , in th i s t h e s i s , I hope to 
have thrown new l i g h t on the problems facing the publ ic enterpr ises 
and have given cer ta in usefu l suggest ions to make them an e f f e c t i v e 
instrument for creat ing the resources for the economic development. 
Most of the data have been taken from the Government publ icat ions 
and Reports. 
In the preparation of th i s t h e s i s I am deeply indebted to 
my supervisor Dr. Aulad Ahmad Siddiqui , Reader, Department of 
Economics, A.M.u. Aligarh, without whose expert guidance and 
i n s p i r i n g a t t i tude t h i s work could not have been completed. 
With equally s incere f e e l i n g , I record my deep sense of 
grat i tude to my reverend teacher. Professor ii^ ohammaJ Shabbir Khan, 
Head, Department of Economics, A.M.U. Aligarh, whose construct ive 
sugges t ions , personal i n t e r e s t , ungrudging help and a f fec t ionate 
patronage have been a source of constant insp ira t ion to me. Insp i t e 
of h i s preoccupations. Professor Khan gave me the l i b e r t y of 
encroachment on h i s valuable time aad enlightened me with learned 
v iews . 
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C H A P T B R - I 
C H A P T E R - I 
ECONOMIC RATIQNALS OF PUBLIC tJNTEHPHlSE 
Public ownership, tvhlch covers a l l Governffient agencies 
engaged In providing goods and s e r v i c e s , I s a f a i r l y old concept, 
nrovever, i t s actual development oeune Into being as a r e s u l t of 
Industr ia l Revolution and the dootralne of l a l s s e z - f a l r e . In 
la l s seas - fa l re , only a few c a p i t a l i s t s contro l l ed the whole econooQr, 
leaving a major portion of the population as the labour c l a s s 
with the small share of the nat ional Income, the c a p i t a l i s t s 
used to exp lo i t the working c l a s s by paying the ialnltmim wages, 
which were just s u f f i c i e n t to enable the labourers to l i v e while 
the whole surplus value of the product was appropriated by 
themselves In the form of p r o f i t s . Natural ly , therefore , i t 
resu l ted Into an unequal d i s t r i b u t i o n of the wealth which, In 
I t s turn, brought about great hardships to the working c l a s s ; 
bes ides causing I n s t a b i l i t y In the economy. I t was not surpr is ing , 
therefore , that t h i s unsat i s fac tory s t a t e of a f f a i r s wets the cause 
of public ownership of production, d i s t r ibut ion and consuoqjtlon. 
Social ism was the answer to the c a p i t a l i s t ' s a t t i tude as public 
enterprise i s considered the property of a l l the people of the 
country. The Idea of soc ia l i sm came slowly and the notable 
development emerged s ince the period of Pablan Blssaylsts . They 
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They r e a l i s e d that public ownership of economic I n s t i t u t i o n s was 
necessary, because, i f i t was l e f t to the private e n t e r p r i s e , 
the econooQr would d e t e r i o r a t e . The pr ivate entrepreneurs 
normally abstained from entering the area s t r a t e g i c to the 
economic developaent of the country due to the low p r o f i t margin 
there . While the bas ic and key i n d u s t r i e s , upon which the 
e f f i c i e n c y of other indus tr i e s depend, are developed by the 
publ ic s e c t o r . The economic planning, which has been adopted 
in many countries for rapid and rat iona l economic growth, was 
d i f f i c u l t without the cooperation of public ownership. The 
planning cannot be s u c c e s s f u l l y Implemented without contro l l ing 
cer ta in key Industr ies by the Government. 
As far as the Indian econorqr i s concerned, the charter of 
publ ic s ec tor was embodied in the Industr ia l Po l icy Resolution of 
April 1948. The role assigned to the State in the Resolution was 
s i g n i f i c a n t for bringing a rapid economic decelopment by expanding 
I t s a c t i v i t i e s . The rat iona le of public enterprise in India can 
be i d e n t i f i e d with the rat iona le of economic planning. In the 
fundamental terms, the aim of a l l economic planning i s to bxing 
about ordered economic development in the d i f f erent sec tors of 
the nat ional economy. The State can make a de l iberate and 
conscious e f for t towards economic development by entering the 
f i e l d of economic a c t i v i t i e s and can bring about the needed 
development in c r i t i c a l areas . Also, the public indus tr i e s are 
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used as the source of finance for the plan out lay . Further, 
public i n s t i t u t i o n s are the mediua through which the concept of 
welfare econoi«y i s rea l i zed p r a c t i c a l l y . They help in providing 
job opportunit ies for the unemployed mass of the country. There 
are, however, many reasons for the emergence of public ownership, 
which are discussed in d e t a i l in th is chapter. This chapter has 
been divided in to two s e c t i o n s . Section I revea ls the econoaiic 
philosophy of publ ic ownership in general , while Sect ion II deals 
with the publ ic ownership with spec ia l reference to India . 
3GCTI0M - I 
Causes of the Evolution of Public Ownership 
The early philosophers were of the view that a l l Govern-
ments had their own e v i l s , though there were cer ta in areas , in 
which the role of State was i n e v i t a b l e . Adam Smith described 
the three important functions of the Government. F i r s t , the 
duty of protect ing the soc i e ty from the v io lence and invasion 
of other Independent s o c i e t i e s . Secondly, the duty of protec t ing , 
as far as p o s s i b l e , every member of the soc i e ty from i n j u s t i c e 
or oppression from i t s other members and e s t a b l i s h i n g an exact 
administration of j u s t i c e , and t h i r d l y , the duty of erect ing and 
maintaining cer ta in public works and cer ta in public i n s t i t u t i o n s , 
which i t can never be for the i n t e r e s t of any ind iv idua l , or 
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small number of i n d i v i d u a l s , to erec t and maintain. Henoei 
the ro le of the Government was not pass ive but i t s interference 
was confined to cer ta in areas* I t was in the succeeding years 
that many of the developing and advanced countr ies adopted the 
public ownership on a large s c a l e . The factors such as explo i ta-
tion of the workers, monopoly pos i t i on of the c a p i t a l i s t , mis -
d irec t ion of resources and the lack of public welfare e t c . , 
responsible for p lac ing the public sector on a high p o s i t i o n are 
discussed in the fol lowing paragraphs. 
1, Exploi tat ion of the Workersi The workers, which c o n s t i -
tuted the major portion of the population, were explo i ted in the 
c a p i t a l i s t system and they could not get the i r due share in the 
nat ional e c o n o ^ . Almost a l l the property was owned and 
contro l led by a small number of private entrepreneurs, leaving 
a major nortion of the population as the labour c l a s s having a 
small share of income. The few C£q>italists were dominating the 
whole population. Prof. Bowley in 19iO made a study about the 
ownership of property. *That Just 1 per cent of the population 
took 30 per cent and 5 i / 2 per cent took 44 per cent of the 
nat ional income leaving 70 per cent of income to 99 per cent of 
1 
the population and 56 per cent of the income to 94— per cent 
of the population *. 
1. Tawney, R.H., Sgual i ty . (Londont George Al len , 1952) p . 68. 
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The attack on suob a c a p i t a l i s t system was, for the 
f i r s t t i n e , aade by the Fabian E s s a y i s t s , who f e l t i t s d e f e c t s . 
As s tated by Bernard Shaw the theory of c a p i t a l i s t system "is to 
make the m;iterial sources of production pr ivate property, enforce 
a l l voluntary contracts made under t h i s condi t ion , keep the peace 
between c i t i z e n and c i t i z e n ajad leave the res t to the operation 
of indiv idual s e l f i n t e r e s t . This , i t was claimed, would guarantee 
to every worker a subs is tence wage while providing a r ich l e i sured 
c l a s s with the me^s of upholding cu l ture , and saturat ing them 
with money enough to enable them to save and inves t c a p i t a l without 
personal pr ivat ion ", 
In the c a p i t a l i s t economy, the theory worked properly 
in the f i e l d of production and trade but economic power was 
accompanied by a f a i l u r e in d i s t r i b u t i o n which was so inequitable 
and s o c i a l l y d i sas trous that i t led to unhappiness to the s o c i e t y . 
In other words, a l l the c a p i t a l of the econooty was concentrated 
in few hands which, in turn, created unnecessary poverty, 
i n j u s t i c e and p r a c t i c a l l y ruined the ent ire econonQr, Attempts 
were being made everywhere by r e d i s t r i b u t i v e taxat ion , State 
regulat ion of wages and factory l e g i s l a t i o n to remedy within the 
l i m i t s of the c a p i t a l i s t system. But r e d i s t r i b u t i v e taxation 
within tho c a p i t a l i s t l i m i t s meant granting of dole for i d l e n e s s 
instead of wages for productive work, while the regulat ion of 
wages and f a c t o r i e s did not help the unemployed mass. Hence, 
1, Bernard Shaw. Fabian Essays (Jubi lee Edition)(George Al len , 
London, 1948) p. v l l . 
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i n a c a p i t a l i s t framework, there was no way out to provide the 
s o c i e t y equal opportunit ies and i t s continuance was out of 
quest ion. Consequently, there was no reaedy other than the 
transformation of c a p i t a l i s t soc ie ty in to a s o c i a l i s t one which 
meant the expropriation of private property . 
2 . Monopoly Arguments The l a i s s e z - f a i r e econoHQr in the 
c a p i t a l i s t economy 'vrtiere everything ge t s adjusted through price 
mechanism', ceased to function properly. Perfect competitiun 
was nowhere in the economic s e t up and monopoly of the productive 
power dominated the econoBQr, This wide-spread monopolist ic 
nature erp lo i ted the consumers. The handful of s e l l e r s contro l led 
the best part of the supply. They decided the pr ices in favour 
of the ir vested i n t e r e s t to increase the p r o f i t margins. 
I t may be argued that the nature of the early c a p i t a l i s t 
system has now changed. The individual i n d u s t r i a l i s t s have been 
gradually outc lassed by the partnership and the Joint stock 
Coittpanles, which means the d i f fus ion of econotaic powers through 
shareholding. But even th i s process has created the concentration 
of wealth in the hands of a few persons and has given b ir th to 
the monopolies in the major productive f i e l d s . Hence, the public 
ownership of the major Industr ia l i n s t i t u t i o n s was one of the 
means to cbeck the concentration of economic powers and to avoid the 
1. Bernard Shaw. Fabian Essays (Jubi lee Bdi t i on) (George Al len, 
London, 1948) p . v i i l . 
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dreadful functions of raonopoly. The State^ tberefore , was 
forced to undertake d i r e c t l y the productive I n s t i t u t i o n s . I t 
did 80 **beoause the process of concentration reached already i t s 
l o g i c a l end, and a c l e a r - c u t pr ivate raonopoly had been created 
in the form of an omnipotent s i n g l e firm* • 
3 , Economic I n s t a b i l j t y t The third argument for the public 
otmership was economic s t a b i l i t y , required for the steady economic 
developnent of the country and irtilch was not f eas ib l e in the 
c a p i t a l i s t system. The inequal i ty of d i s t r i b u t i o n created the 
gap between demand and supply. The c a p i t a l i s t c l a s s was not 
w i l l i n g to purchase the products of the nat ion due to the ir 
over consumption, at the s ^ c t ime, the poor c l a s s was unable 
to purchase because of the lack of purchasing power. I t was not 
surpr i s ing , thereforcf that t h i s was the cause of slumps which 
prevented economic system from functioning properly. The great 
depression of t h i r t i e s made the State r e a l i z e i t s dut ies towards 
the nat ional eoonomlo and s o c i a l wel l -being of the masses* Hence, 
soc ie i l i zat ion of property or transfer to the public ownership ot 
a l l means of production which were h i ther to in the hands of few 
c a p i t a l i s t s was suggested. The object of doing t h i s task was 
that the mass of the people who were wage-earners would get the 
ent i re product of the ir labour. This was the economic reason why 
the State was forced d i r e c t l y to par t i c ipate in the process of 
1. Strachey* John, Contemporary Capitalism, (London, Victor 
Gollanoz Ltd . , 1956), p . 34. 
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production to avoid the fearful ooasequenoes of i n f l a t i o n or 
slurap. Moreover, i t was evident that i f the things were l e f t 
to themselves, the eoononay would have shown an increas ingly 
disastrous tendency towards i n s t a b i l i t y . The State now i s under-
stood to be concerned i t s e l f with maintaining the t o t a l demand 
in terns of money for the whole nat ional products at the r ight 
f igure so as to avoid the tendency of pr ices to p e r s i s t e n t l y 
r i s e and f a l l , 
4 . Misdirection of Resources^ The private omership of 
property created the inequal i ty of wealth which led to mis-
d irec t ion of production. I t d irected energy from useful produc-
t ion to the mul t ip l i ca t ion of luxur i e s . A large part of the 
goods t(Aich was c a l l e d wealth was not meant for meeting the 
e s s e n t i a l requirements of the soc i e ty because i t cons i s ted of 
the eu*ticles which should have been produced only a f t er other 
e s s e n t i a l a r t i c l e s were produced in abundance. I t was because 
of the fact that l^e surplus with the c a p i t a l i s t was not 
n e c e s s a r i l y used i n t o productive a r t i c l e s . I t was the vested 
i n t e r e s t of the private entrepreneurs that the resources were 
invested i^ere they got wximuia p r o f i t s i r r e s p e c t i v e of the 
n e c e s s i t y of the products . Contrary to i t , public ownership was 
evolved to avoid such u n c e r t a i n t i e s , and to make the investment 
according to the needs of the s o c i e t y . Therefore, the object of 
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public ownership vas not only to e s t a b l i s h the State management 
of industry "but to remove the dead hands of private ownership, 
yihen the private owner has oeased to perform any p o s i t i v e 
1 function* . 
5 . Welfare Econogyi The f i f t h argument for the public 
ownership was the oreation of welfare eocmotny. There was an 
assumption in the past that private i n t e r e s t and the public 
welfare functions were mutually c o n s i s t e n t . In p r a c t i c e , 
however, the two ceased to harmonize in the actual performance 
of c a p i t a l i s t order in-as-much-as the methods and the r e s u l t s 
of pr ivate enterprise appeared to be a n t i - s o c i a l . Indiv iduals 
enjoyed the freedom of organizing and conducting the business 
in such a way that i t was l i k e l y to Improve the ir own i n t e r e s t s . 
The system of pr ivate enterprise was i n o ^ a b l e of achieving any 
s o c i a l Idea l s as the "profit-motive* could not always reconc i le 
I t s e l f with the "welfare concept*. Therefore, with a s h i f t of 
emphasis to problems of wel fare , the inherent weakness of the 
economy was being more and more f e l t . Consequently, the i n t e r -
vention of an external agency, par t i cu lar ly the S t a t e , t o bring 
under control any morbid development of the economy was required, 
as i t i s not always motivated by the pro f i t motive but g ives 
top p r i o r i t y to s o c i a l cons iderat ions . 
1. Tawney, K.H,, The Aoqulsit ive Soc i e ty . (G. B e l l and Sons 
Ltd . , London, 1921), p . 119. 
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6 , Public U t i l i t i e s and the Basic Industr ies Argumentt Public 
u t i l i t i e s and the has io i n d u s t r i e s , nsfaioh are very useful for 
the welfare of the community and for the sound foundation of 
indus tr ia l developoent, are argued d i r e c t l y for State contro l . 
These are the indus tr i e s on nhioh the prosperity of the oommunity 
depends, and where the pr ivate enterpr ise has no aajor drive for 
three reasons . F i r s t l y , i t requires large outlay of investaent 
in a s ing le pro jec t . Laying down a rosd, railway l i n e or develop-
ing ports and e s tah l i sh ing a heavy s t e e l plant general ly require 
an amount of cap i ta l which i s beyond the capaci ty of the private 
entrepreneur. Secondly, such out lays need a r e l a t i v e l y long time 
before they s t a r t paying o f f . F i n a l l y , many important projects 
such as defence and i r r i g a t i o n e t c . cannot be l e f t to the pr ivate 
entrepreneurs. Hence, t h i s lack of i n i t i a t i v e on the part of 
pr ivate en terpr i s e , has retarded the pace of economic development 
of many c o u n t r i e s . Consequently, Keynesian economics assigned the 
central ro le to the public s ec tor in the developing countries in 
l e v e l l i n g out the z igzags of private investment to f i l l - u p the 
gaps of d e f i c i e n c i e s for the f u l l employment. 
7, The Argumqat of Economic Planningt One of the most 
important causes of the S ta te ownership in the developing 
countries was the introduct ion of the concept of economic planning. 
The idea was not i^ntioned by the early Fabian E s s a y i s t s . I t was 
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only afterwards that the New Fabian Essayists used the oouoept 
of planning for fu l l employment and to control the lavestaent of 
key Industries. In order to achieve this objeotlvof they 
supported the case of nationalization. Because If the eoononiy 
Is l e f t uncontrolled, the economic growth wi l l be In a haphazard 
fashion* Since the control of ecoaomio powers i s aeoess£ury in a 
planned way, the direct participation of the Govemoient i s there-
fore imperative. The State by entering into the economic a c t i -
v i t i e s , can have a ful ler grip over the econoiay and thus the 
objectives of planning can be achieved. Hence, planning and the 
direct State participation are considered supplementary to each 
other. 
Moreover, i t has been argued by Crossland, an eminent 
thinker, that *i^ere planning i s admitted to be desirable, i t 
proves easier to achieve the objectives even under the private 
ownership. The Grovemment has now entered into a wider variety 
of f i scal end monetary controls as they enable the Government to 
Impose i t s wi l l on private industry. "Rie economic ins tabi l i ty 
can now be checked by these devices ' . Certcdnly, the pol ic ies 
as such cannot be cheeked, nevertheless, i t Is a matter of fact 
that Government-spending, which comes in the public sector, i s 
one of the tools of the f i sca l pol icy. In order to get the 
desired results of planning, the direct intervention of the 
State therefore cannot be omitted. 
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8 , Creation of Resoaroest One of the importaat factors 
responsible for the emergence of publ ic ownership of the econotaic 
I n s t i t u t i o n s I s the crea t ion of resources through the i r surplus 
earnings* In the developing countr ie s , the developaental prograones 
of the Government re ly on the publ ic expenditure* Functions of 
the State v^lch were o r i g i n a l l y l imited to the maintenance of law 
and order have considerably expanded now* For these enletrged 
o b j e c t i v e s , the CrovemiBent cannot depend nerely on the taxation 
and borrowings and the S t a t e , in addit ion to the taxation and 
the borrowings, has to explore the p o s s i b i l i t i e s of resource 
creat ion through non-tax d e v i c e s , i . e . , p r o f i t s of the conuaercial 
and indus t r ia l concerns of ^ e Government. 
Non-tax revenue forms an important element in the 
Government's income* In recent y e a r s , the trend towards increas ing 
soc ia l i sm or State p a r t i c i p a t i o n in economic enterpr ises has l ed 
in several countries to some s h i f t of emphasl? in favour of non-
tax revenue through t h e i r surplus earnings . "In countr ies with 
c o l l e c t i v e economies, iHiere a large part of publ ic revenue i s 
c o l l e c t e d through non-tax revenues, normally «^out 10 per cent 
of the publ ic revenue In U*S.S*R. i s derived from general taxation 
and loons , and remainder from the projec t s of nat ional enterprises* 
In most n o n - c o l l e c t i v e countr i e s , although the non-tax revenue 
i s unimportant, but State a c t i v i t i e s , which give r i s e to non-tax 
revenue, are increas ing "* Hence, the Government re ly more and 
1, Report of the Taxation Enquiry Commission* ( idinistry of 
Finance, New Delh i , 1953-54), p . 6* 
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more on the surplus earnings of the public sector enterprises 
and therefore, now It Is making a bulk of the Investment In the 
oomaeroial and Industrial projects. 
Prom the above discussion, It becomes clear that the need 
of public sector arises for various reasons. Since the activi-
ties of the Government differ from country to country according 
to the circumstances prevailing there, various countries have 
adopted this method for different reasons. Some countries give 
an extensive role to the public E»otor, while other confine It 
only to the public works. Actually, in advanced economies, 
with abundant resources, the role of the Government Is minor as 
everything gets adjusted by Itself with little omission or 
commission. But In a developing eoononQr, like India, where the 
resources are scarce, the role of the State Is significant, 
since the econooy is very sensitive and a little negligence 
can disturb the whole process, in Section II of the Chapter, 
we would analyse the economic Justification of public enterprise 
in Indian economy, 
SHCTION ~ II 
A Case for Ind ia 
Public ownership i s not new concept for the Indian economy* 
The control of the economic a c t i v i t i e s and the d i rec t pa r t i c ipa t ion 
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of the State oan be traced even before Independence iiben the 
share of the publ ic enterprise In the ownership of productive 
c a p i t a l a s s e t s was not i n s i g n i f i c a n t . The book value of gross 
f ixed a s s e t s owned by the Central and State Governmeats, together 
with the woricing cap i ta l in those enterprises amounted to As.375 
crores at the end of 1947-48, I t i s n e v e r t h e l e s s , a fac t that 
publ ic sec tor was considered as an e f f e c t i v e instrument of t r a n s -
forming the eoonony only af ter Independence. I t was because of 
the fact that a f ter the attainment of Independence» the country 
faced with oon^lex problems l i k e shortage of food, refugees 
se t t l ement , establishment of i n d u s t r i e s , providing employment 
e t c . , which n e c e s s i t a t e d the indulgence of the Government. In 
order to overcome the food problem, for i n s t a n c e , the public work 
was necessary in the d irec t ion of I r r i g a t i o n and power p r o j e c t s . 
Likewise, the b a s i c Industr ies were neoesseury to bring about an 
i n d u s t r i a l development of the country. In addi t ion , the i n v e s t -
ment of the State in basic heavy indus tr i e s was a l so aimed at 
checking the concentration of economic powers in the few hmads 
and for creat ing the resources of t h e i r surplus . The country* 
therefore , committed I t s e l f to the planned development to a t ta in 
the aforesaid ob jec t ive s and to bring about a balanced economy. 
In t h i s way, a f ter Independence, the public sector was assigned 
a comprehensive task in the eoonogqr. This s ec t i on traces b r i e f l y 
the background of publ ic ownership in the Indian econogqr before 
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Independence, and anaXyaea the causes of the emergence of the 
publ ic enterprise In India* 
India Before Independence! The emergenoe of the public 
Intervent ion in the indus tr ia l sector was due to the fac t that 
s ince the beginning of the century, the ooxmtry faced cer ta in 
events of far-reaching consequences, such as the two world wars 
and the great depress ion, which compelled the d i rec t par t i c ipa t ion 
of the State In the economic a c t i v i t i e s . 
As a r e s u l t of the experience gained during the F i r s t 
World Var, Government of India decided that the e s t a b l i ^ m e n t 
of certa in indus tr i e s was neoesseu'y from the point of view of 
e f f e c t i v e defence. Therefore, a f ter the comaienceiaent of F irs t 
World War, the Government attempted to examine the questltm of 
indus tr ia l po l i cy «*iich led to the appointment of F irs t Indian 
Industr ia l Commission, 1916- iS. The Comutlsslon recommended ' that 
in future , the Government nnist play an ac t ive r o l e i n the indus -
t r i a l development of the country' . Then came the World war I I , 
which af fected most of the Sastern countr ies due to the cut -o f f 
of the suppl ies from Europe, So during the war per iod , Government 
began to recognize the n e c e s s i t y of Industr ies for meeting the 
defence and c i v i l i a n requirements. The measures adopted at that 
time were to f lour i sh the newly e s tab l i shed Industr ies through 
the d i rec t State p a r t i c i p a t i o n , A number of schemes of post-war 
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development were prepared during t h i s period ivbere tbe ro le of 
the S ta te was accepted as d irec t and p o s i t i v e . As early as 1940, 
the Commerce Member ot the Viceroy's Executive Council announced 
that ' indus tr i e s which were s tar ted during the war would be 
protec ted , i f and when necessary, provided they were orgeuilzed 
on sound l i n e s ' . 
Furthermore, in the inter -^ar per iod, the great depression 
shattered the economies of the World's major powers and the pol icy 
of l a i s s e x - f a i r e received a great s e t back. The intervent ion 
of the Government was imperative to bring about s t a b i l i t y in the 
eoonoB^r as I t was not des irable to be l e f t wholly in the private 
hands. 
Thus, a l l these events n e c e s s i t a t e d the d irec t Intervention 
of the S ta te to overcome the problems. But I t should be c l e a r l y 
mentioned here that the a c t i v i t i e s of the Government In the 
i n d u s t r i a l f i e l d were confined only the sec tors l i k e ra i lways , 
defence, postt communication, broadcast ing, i r r i g a t i o n and power 
and a few manufacturing concerns. 
The Industr ia l Po l icy Resolut ions of 1948 and 19561 As pointed 
out e a r l i e r , the events l e f t no other option for the Government 
but to enter d i r e c t l y in the economic a c t i v i t i e s . They brought 
about a d e f i n i t e change in the Industr ia l po l i cy of the Government 
of India . In July , 1944, the Government s e t up a Planning and 
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Derelopaent Department ^ i c h i s s u e d a statement of Industr ia l 
po l loy in 1945. This was the f i r s t atten^t on the part of the 
Government to e s t a h l i s h a p o s i t i v e i n d u s t r i a l p o l i c y . Henoe* 
the public sec tor was assigned the in tens ive ro le to make the 
i n d u s t r i a l po l i cy s u c c e s s f u l . In view of the nat ional in^ortance, 
some of the manufacturing areas were reserved for the publ ic 
s e c t o r . The Statement of Industr ia l Pol icy announced that 'basic 
indus tr i e s of nat ional importance* i . e . , a i r c r a f t s , automobiles, 
chemicals , iron and s t e e l , transport v e h i c l e s , e l e c t r i c a l machinery 
should be nnt ional lzed i f adequate private cap i ta l i s not f o r t h -
coning and i f i t was regarded as e s s e n t i a l i n the nat ional i n t e r e s t 
to promote such i n d u s t r i e s . All other indus tr i e s w i l l be l e f t to 
the pr ivate enterpr ises under varying degrees of contro l* . I t 
was in t h i s statement that the term '.^.iixed e n t e r p r i s e ' was men-
t ioned for the f i r s t time i^ ich ul t imate ly became the theme of 
194S Industr ia l Pol icy Resolution of the Government of India . 
This aeso lut ion defined the respect ive ro l e s of public 
and pr ivate enterpr i ses and divided the indus tr i e s i n t o three 
oategor ies t F i r s t l y , the manufacturing of arms and amaainition 
the production and control of atomic energy, and the ownership 
and management of Railway transport s h a l l be the ' exc lus ive 
monopoly' of the Central Government and that Government s h a l l 
have the oower t o take over any industry v i t a l for nat ional 
i n t e r e s t . Secondly, the State au thor i t i e s s h a l l be exc lus ive 
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responsible for the establishoent of new undertakings in eoal 
iron and stee l f aircraft manufacturing, sbip--bullding, telephone 
and wireless appepratua and mineral o i l s , except where for the 
national in teres t , the State finds i t necessaiy to secure the 
co-operation of private enterprise subject to such control as 
the Government may prescribe. Thirdly, the rest of the industrial 
f ie ld wil l be open to private enterprises, although State wi l l 
peurticipate in this f i e ld also. 
Thus, i t was the representation of *J>iixed-economy* in 
which the State was assigned a definite and posit ive role to 
encourage the industry and trade* In a country l ike India, where 
infra-structure was either not bui l t up by the alien rulers or 
was inadequate to meet the requirements of the eoonouQr, the basic 
and heavy industries were assigned to the State . For the res t , 
the State reserved the right to intervene, so as to attain 
harmonious development. 
The Government of India recognised that i t would be 
desirable to alloi^' such undertakings to develop with as much 
freedom as poss ible , consistent with the targets and objectives 
of the national plan. I t also assumed that when in aa industry 
both public and private units were operating, the State would 
give fa ir and non-discriminating treatment to both of them. 
So far as the c lass i f icat ion of industries into three categories 
i s concerned, i t was not made so r igid but i t was for the State 
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to s tar t any industry not included in sobedule A and soltedule B, 
\iiien the needs of Planning so require . 
After Independenoe, Planning Commission was s e t up by 
the Governaent of India in Maroh 1950 to prepare for the most 
e f f e c t i v e and balanced u t i l i z a t i o n of the country's resources . 
The re so lu t ion was passed and i t def ined the scope of i t s work. 
I t sa id that the Const i tut ion of India has guaranteed certa in 
Fundamental Rights to the c i t i z e n s of India and enunciated 
cer ta in Direct ive Pr inc ip l e s of State P o l i c y . <*'i'he State sha l l 
s t r i v e to promote the welfare of the people - • -> and s h a l l 
d i rec t i t s p o l i c y towards securing, among other things} (a) that 
the c i t i z e n s , men and women equal ly , have the r ight to an 
adequate means of l i v l i h o o d ; (b) that the ownership and control 
of the material resources of the community are so d i s t r ibuted as 
best to subserve the cotmnon good; and ( c ) that the operation of 
the economic system docs not r e s u l t in the concentration of 
wealth and means of production to the common deteriment *. 
In order t o f u l f i l these o b j e c t i v e s , the planning 
ConuBlsslon was required to make the programmes which would 
produce e f f e c t i v e r e s u l t . Within the framework of t h i s p o l i c y , 
i t was pos s ib l e to hove a programme of Indus tr ia l development 
which could meet the country's needs . For such purposes, i t 
was necessary for the State to expand i t s c i r c l e where the 
pr ivate Investment was not forthcoming. 
1. Government of Ind ia , PlcBonlng Commission, F i r s t Five Year 
Plan. New Delh i , 1952, p . 1 . 
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The First Five tear Plan was fornulated and the polioy 
already outlined earl ier continued to be the basis of the indus-
t r ia l part of i t . During the execution of the Plan this policy 
was gradually aodified in a certain direction. There was a shi f t 
in ideological eaphasis after 1953 vrtiioh led ultimately to the 
acceptance of "Social ist ic pattern of Society" as the goal of 
eoonoaic policy by the Congress Party. This naturally aeant 
that further eaphasis was placed on the public sector. The Prime 
Minister explaining the policy said that "India was progressing 
towards a c las s l e s s and oast less society accordingly the soc ia l i s t 
pattern . . . we cannot progress except by State i n l t i a t i y e and 
except by enlarging the public sector and by controlling the 
private sector in a measure*. This change in the policy resulted 
in the Industrial Policy Resolution of 1956, The Resolution 
recognised the importance of the Public sector in the entire 
economy of the nation. Also, the adoption of the Soc ia l i s t i c 
Pattern of Society as the national objective as well as the need 
for planned and rapid economic development required thai a l l 
industries of basic and strategic importance or in the nature of 
public u t i l i t y services should be in the public sector. 
Thus, the Industrial Policy Statement of i95d, which 
replaced the 1948 Statement, on nhioh the recommendation of 
Second Five Year Plan was based, did not differ in fundamoatals 
from the 1948 Policy Resolution. This Statement was reformulated 
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on the pattern of 1943 Pol icy Resolution but in aaich stronger 
terns as I t was based on ^Directive Pr inc ip l e s of State Po l i cy ' 
In the Const i tut ion . Industr ies were divided in the same 
ca tegor ie s but here the public sec tor was assigned more respon-
s i b i l i t i e s . 
Causes of the Public Sector Emergence in Indiat fhe case 
for the public enterpr i ses in India can be b u i l t upon the need 
to a t ta in the o b j e c t i v e s of Planning, the creat ion of resources , 
s e l f suf f i c i ency in the bas ic and the defence i n d u s t r i e s , the 
prevention of the concentration of economic powers and l a s t l y , 
to bring about a welfare economy e t c . These fac tors have been 
discussed in the fo l lowing paragraphs. 
1. Planned Developaentt Planning, in^ich i s adopted in the 
Indian economy af ter Independence, i s one of the most iniportant 
reasons responsible for coming up of the public sector in India . 
An underdeveloped eoononQr i s characterized by the co-ex i s tence 
of unut i l i z ed or underut i l ized mem»power on the one hand and 
unexploited natural resources on the other . Underdeveloped 
countries have the acute problem of low production due to the 
low investment, which i s due to the low per capi ta income aad 
the lack of purchasing power. Here the systen of s e l f - r e g u l a t i o n 
f a i l s and planning becomes necessary for the laaxiaum u t i l i z a t i o n 
of resources . 
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This i s true In the case of India a l s o , ix^ich i s a poor 
country character i s ing irith the saae f a c t o r s . Since per cap i ta 
income of the people i s very low i t i s obvious that the standard 
of l i v i n g i s a lso low. India suffered considerably from the 
a l i en r u l e . After attainment of Independence i t had to face 
several problems such as the r e h a b i l i t a t i o n of the re fugees , 
food shortage end the lack of raw-Kuaterials to i n d u s t r i e s . All 
these factors a f fected the ent i re economy sevarely and there was 
a need to apply an integrated approach in order to u t i l i z e the 
resources in the best p o s s i b l e way and to increase the overal l 
production. Hencot the planning was imperative for the Indian 
economy as i t b r o u ^ t about ordered economic development In the 
d i f f erent sec tors of the nat ional economy for the purpose of 
a t ta in ing a s e t of objec t ives in order of p r i o r i t y through a 
careful deployment of the scarce resources a v a i l a b l e . The 
Planning Commission defined various objec t ives in the following 
wordst "The central objec t ive of planning in India at the present 
stage i s to i n i t i a t e a process of development which w i l l ra i se 
l i v i n g standards and open out to the people new opportunit ies 
for a r icher and more varied l i f e . The problem of development 
of an underdeveloped eoonoiny i s one of u t i l i z i n g more e f f e c t i v e l y 
the p o t e n t i a l resources avai lable to the oomaiiunity, and i t i s 
t h i s which involves economic Planning ". Hence, maximum poss ib le 
1. Government of India , Planning Commission, F i r s t Five Year Plan 
Vew Delhi , 1952, p . 7. 
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production, f u l l employmenti the attainment of economic equal i ty 
and s o c i a l Jus t i ce c o n s t i t u t e the accepted objec t ive of planning. 
Since the objec t ives of planning lead to the betteraent 
of s o c i e t y t therefore» there i s need of a workable plan to f u l f i l 
these motives. With t h i s in view the Planning Cottuaission recon-
mended cer ta in suggest ions and one of them was "the e f f e c t i v e 
power, based on the ac t ive co-operation of o i t l z e n z , in the hands 
of the State and earnest end determined excerc i se of that power 
in furtherance of these ends **. Therefore, th i s argument empha-
s i s e s the need of e f f e c t i v e power of the State lor the implementa-
t ion of planning in order to have a f u l l control over the eoouoo^. 
Because planning in backward countries imposes much bigger 
r e s p o n s i b i l i t i e s on Government than i t does in advanced countr ie s . 
The Government has to perform many duties which in advanced 
countries can be l e f t to private e n t e r p r i s e s . 
Hence, with the introduct ion of planning in India , State 
in tervent ion was given a greater ro le with the aim of achieving 
maximum production. Now the State i s expanding i t s d irec t ion in 
every succeeding plan and i t i s increas ing ly considered as the 
dynamic force par t i cu lar ly in the context of socio-economic 
ob jec t ive s which are the primary aim of the S t a t e . 
1. Government of India, Planning Commission, F irs t Five Year Flan. 
New Delhi , 1952, p . 9 . 
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2. To Provide Infra-Structuret The bas ic s erv i ce s l i k e 
transport , oomaninications, i r r i g a t i o n and power enlarge the scope 
for u t i l i z i n g unexploited resources . These s erv i ce s create the 
external economies to a t t rac t further investment at miniimiDi c o s t . 
The intervent ion of the S ta te in th i s f i e l d has been found to 
e x i s t s ince the early per iod , but i t was not s a t i s f a c t o r y due to 
certa in reasons* I t was on the one hand due to the long period 
of a l i en rule and on the other the shyness of the pr ivate cap i ta l 
because bui lding up of such projects require enormous amount of 
cap i ta l and involve high degree of r i sk . No private sector 
entrepreneur has ever offered to bui ld a road or construct a dam 
in t h i s country, as there are no p r o f i t s in roads and dams and 
i t i s beyond the philosophy of private enterprise to undertake an 
economic a c t i v i t y Just because i t i s useful for the nat ion . This 
i s how publ ic s ec tor was forced to undertake the r e s p o n s i b i l i t y 
of these s erv i ce s as the ir importance i s rea l i zed wel l and publ ic 
sec tor r e j e c t s the narrow-minded conventional p r o f i t a b i l i t y 
c r i t e r i o n of the private s e c t o r . 
Huge investments were made in the public sector for a 
nualber of in fra - s tructure f a c i l i t i e s l ike agr icul tura l extension 
schemes, i r r i g a t i o n , ra i lways , transport , communications, power, 
education and publ ic heal th s e r v i c e s . In the F i r s t Five Year Plan, 
the e f f o r t s were made to overcome the agr icu l tura l backwardness. 
Therefore, many projec t s concerning the problem were erected . 
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The DVC irbioh was conceived In 1944 was impleaented during ti i is 
per iod. A number of multipurpose r iver v a l l e y projeots« minor 
as wel l as major, were taken in hand. The fteserve Bank of India 
Act was su i tably amended to provide spec ia l f inanc ia l aid for 
the agr icul tura l sec tor at a lower rate of i n t e r e s t . Railway 
transport was recognized, a ir transport was na t iona l i s ed and road 
transport was taken over in most of the S t a t e s . 
3 . Industr ia l Developaenti One of the most important 
fac tors of the State p a r t i c i p a t i o n in the Indian economy, i^ich 
was adopted by many of the developing c o u n t r i e s , was the e s t a b -
lishment of c a p i t a l goods i n d u s t r i e s . A s i g n i f i c a n t increase 
in nat ional income and a marked improventent in l i v i n g standards 
and employment cannot be secured without a substant ia l increase 
in the c a p i t a l goods production. To t h i s end, the bui ld ing up 
and development of economic and s o c i a l overheads, explorat ion and 
development of minerals and the promotion of bas ic indus tr i e s 
l i k e S t e e l , heavy machine bu i ld ing , coal euid cbemicals was 
necessary. The rapid i n d u s t r i a l i z a t i o n was necessary to make the 
economy s e l f - s u f f i c i e n t in those items iriiich were heavi ly imported. 
But here too the pr ivate sector was not forthcoming with the 
required pace due to the c a p i t a l - i n t e n s i v e and the long-ges tat ion 
nature of these i n d u s t r i e s . Uencct the Government of India was 
l e f t with no other option but to e s t a b l i s h the basic industr ies 
- 26 -
to make the eoonongr self'-suffloient in capital goods production. 
The heavy investment of the Government in industries such as 
Steel* Engineering and Chemicals was towards this direction. 
The case of public sector in India for the same purpose was 
emphasised by A«H. Hansen that **the extent of public sector 
which i s stressed in the First and Second Plans i s deterodned 
not by the formal rules embodied in the Industrial Policy 
Statements of i94S and 1956 but by the comparative laolE of 
private Ci^)ital and private i n i t i a t i v e for the Industries on 
which the Indian Government has chosen to concentrate during 
the planning period. Private enterprise could not develop the 
s t e e l , cementf coal , f e r t i l i z e r , ship-bullding, automobiles, 
e lec tr ica l and chemical industries at the rate demanded by the 
planners ". 
4 . jtogmentation of Non-tax Revenuet One of the inq[>ortant 
reasons, though realized la t e ly , which inspired the Government's 
interference, was the eutgmentation of non-tax revenue. The 
functions of the Government which were originally limited to 
certain specif ic areas have considerably enlarge after Independence* 
Government has undertaken the responsibil ity of providing the 
public u t i l i t i e s in a substantial ^aount. Ri^ild industrialization 
of the country has also enlarged the functions of the Government. 
Hence, the resources were necessary to undertake the natlon-
1. Hansen, A.H, Public Enterprise and Economic Development. 
(London, Routledge Ltd., 1959), pp. 174-176. 
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bui ld ing schemes which were d i f f i c u l t for the pr ivate entrepreneurs 
due to the lack od c a p i t a l . 
The sources of the Government's finance are severa l i such 
as taxes , loans and the foreign aid. But these measures oaonot 
be exercised e x c e s s i v e l y as they adversely a f f ec t the economic 
a c t i v i t i e s . Taxes cannot be l ev ied to an unliiaited extent as 
they are in f la t ionary in nature. Excessive borrowings a l so 
create the i n s t a b i l i t y in the econoiay. Therefore, the wide-
intervent ion of the State in the economic f i e l d s was a l so advocated 
on the ground that by running certtiin prof 1 tHoargln concerns, the 
State may create the resources . The surplus of publ ic ownership 
was a l so required as i t s revenue reduces the burden on the tax 
payers* Hence, the Government's po l i cy on t h i s factor was quite 
c l e a r , ' that p r o f i t oonsiderations from the publ ic sec tor has also 
been influenced Government thinking in the matter of owning and 
mcoiaging indu s tr ia l e n t e r p r i s e s ' . 
Although most of the public undertakings are assigned to 
publ ic works and sometimes certa in undertakings are run on 
»no-pro f i t -no - lo s s ' b a s i s , ye t the public sector provided surplus 
in the form of p r o f i t s . In the F i r s t and the Second Five Year Plans, 
only Railways were able to make some contr ibut ions . I t was only 
in the Third and the Fourth Plan that other undertakings also 
r e a l i z e d the ir p r o f i t - e a r n i n g s . In the Third Plan, Hs.435 crores 
were rea l i zed from the publ ic s ec tor undertakings while in the 
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Fourth Plan, Rs , l l 35 orores were o o l l e e t e d from t h i s source. 
Tbusf surplus earning from the public sector enterpr i ses i s 
considerable which creates the cap i ta l formation for the plan 
out lay . 
5 . Reducing the D i s p a r i t i e s i The other in^ortant factor 
favouring the publ ic ownership and the d i r e c t operation of pro -
duction was the equitable d i s t r i b u t i o n of income and wealth, 
which f o m s the bas i s of the general welfare of the s o c i e t y . The 
f i r s t concern of the Independent State was to check the d i s p a r i t i e s 
of the s o c i a l production as i t was c l e a r l y s ta ted in the 'Direct ive 
Pr inc ip l e s of the State P o l i c y ' of the Const i tut ion ' that the 
ownership and control of the material resources of the comtaunity 
are so d i s tr ibuted as best to subserve the common good; that the 
operation of the eocmomic system does not r e s u l t in concentration 
of wealth and means of production to the common detr iment' , Here 
the l i n e of thinking w€is that the b e n e f i t s of economic development 
must acquire more and more to the r e l a t i v e l y l e s s - p r i v i l e g e d 
c l a s s e s of soc i e ty and there should be a progress ive reduction of 
the concentration of income, wealth and economic powers. 
The tendency towards concentration of economic powers i s 
countered in a v a r i e t y of we^s. F i r s t l y , through the extension 
of publ ic s ec tor i n t o f i e l d s requiring the establishment of large 
sca l e uni t s and heavy investment. Secondly, through widening 
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opportunit ies for new entrants , medium and smal l - s i zed u n i t s , 
and for Industr ies organized on cooperative l i n e s . Thirdly, 
through e f f e c t i v e exoerc ise of Government's power of control and 
regulat ion and use of appropriate f i s c a l measures. Although 
t h i s l a s t a l t ernat ive i s an important measures to reduce the 
i n e q u a l i t i e s of income and wealth, hut i t k i l l s pr ivate i n i t i a t i v e . 
Contrarl ly , the esqpanslon of the public sector breaks the concen-
trat ion of wealth and serves a two-fold purpose. I t helps to 
remove certa in bas i c d e f i c i e n c i e s in the economic structure and 
at the same time i t reduces the scope for accumulation of wealth 
and large incomes in pr ivate hands. The share of publ ic sector 
in the large indus tr i e s of minerals , transport and e l e c t r i c power 
has increased rapidly and has checked the concentration o f wealth 
and monopolies of the private s e c t o r . Although, the concentration 
of economic power i s not always harmful as i t has helped the 
economic betterment of the country, i t has often pushed forward 
the development of further I n d u s t r i e s , lAich has been to the 
advantage of the country. At the same time, t h i s concentration 
of wealth and power has brought about various e v i l e f f e c t s on the 
country's economy. *The most ser ious of these i s the r i sk of 
emergence of monopoly with i t s attendant e v i l s - high pr ices for 
the consumer, deter iorat ion i n q u a l i t y , and l a s t , but not the 
l e a s t , keeping out the small i n d u s t r i a l i s t s . "Big business" by 
i t s very ' b i g n e s s ' sometimes succeeds in keeping out competitors "* 
1. Report of the Monopolies Inqpiiry Commission, 1965, p . 137. 
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\flille d l seuss ing the unequal d i s t r ibut ion of Income and 
wealth , I t becomes imperative that the regional d i s p a r i t i e s 
should also be removed. In India , S ta tes l ike W. Bengal and 
^iaharashtra are highly i n d u s t r i a l i s e d nhi le many others are 
comparatively backward* In any comprehensive plan of development, 
i t i s axiomatic that the spec ia l needs of the less -deve loped 
areas should rece ive due a t t e n t i o n . The pattern of Investment 
must be so devised as to lead to balanced regional development. 
The problem was par t i cu lar ly d i f f i c u l t in the early s tages when 
the t o t a l resources availrJt)le were inadequate in r e l a t i o n to needs. 
As development proceeds and large resources become avai lable for 
Investment, s t r e s s of developmental programmes should be more on 
extending the bene f i t of investments to underdeveloped reg ions . 
Only thus a d i v e r s i f i e d economy can be b u i l t - u p . 
Frequently in the early phase of development, there was a 
dilema to be faced whether i t i s be t ter to concentrate on develop-
ing more favourably s i t u a t e d areas and thus securing quicker and 
larger returns from the investment, or to aim at more even 
development of the country through greater a t tent ion to the more 
backward areas . Actual ly , as the eoonoiqy develops i t becosMS 
poss ib le to provide for more Intens ive development in the l e s s 
developed areas . 
1. Government of India , Planning Commission, Third Five Year 
Plan. New Delhi , 1961, p . 8 , 
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Regarding t h i s phenomena, the functions of the GoYemaent 
were s u b s t a n t i a l l y s i g n i f i c a n t as the Industr ia l expansion 
programme under the publ ic s ec tor could large ly meet t h i s require -
ment. Seeping In view the regional requirements^ the publ ic sector 
un i t s were a l loca ted to the d i f ferent S t a t e s . For Instance , the 
three major s t e e l Plants under the public sector were I n s t a l l e d 
In the d i f f erent States (M.P., Orlssa , and W. Bengal) . In the 
F i r s t Plan, Heavy S l e c t r l c a l Plant was se t up at Bhopal and the 
second plant was es tab l i shed In U.P. for the b a s i c reason that 
U.P. has not been a l loca ted any heavy and major p l a n t . Now the 
Government Is making heavy Investment In the backward regions 
to bring them at par with the deve]i>ped reg ions . 
6 , Public Welfaret The ful f i lment of some of the s p e c i f i c 
alms of s o c i a l and economic J u s t i c e Incorporated In the Const i tu-
t ion of India i s the another reason for the S ta te I n s t a l l i n g the 
publ ic sec tor p r o j e c t s . Whenever and In nAatever condit ion the 
e x i s t i n g and ava i lab le agencies f a i l to advance the welfare of the 
s o c i e t y as a ufaole. I t i s the ob l iga t ion of the S ta te to ttike 
ac t ive s teps for t h i s purpose. Certain v i t a l t h i n g s , which the 
individual can never do, e i t h e r because he has not the necessary 
strength to perform them or because they would not pay him, are 
es tab l i shed d i r e c t l y by the S t a t e . The Government has made bulk 
of the Investment in several of the promotional and developmental 
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projec t s such as ault ipurpose I r r i g a t i o n works, transport and the 
r e h a b i l i t a t i o n works e to .» which provide the socio-economic 
b e n e f i t s to the country. The soc ia l and econonic b e n e f i t s flowing 
from the multipurpose projec t s are so many and beyond the scope 
of actual measurement• Taking the case of i r r i g a t i o n , i t i s an 
in tegra l process l inked up with v i l l a g e econoi^y which may include 
land Improvement and reclamation, drainage, organization of 
communication, migration, r e - d i s t r i b u t i o n of agr icu l tura l indus -
t r i e s and domestic water supply e t c . I r r i g a t i o n , therefore , 
contributes to the wel l -be ing of the soc i e ty on a broad b a s i s . 
The public investment in the Job-generating scheme, irttioh 
i s the burning problem of the day, i s a l so des irable on the ground 
of welfare of the people . At present , the Government i s the 
b igges t employer and the growth of employment depends, to a 
considerable ex tent , upon the public sec tor investment in industry , 
mining, transport and conununications. Now the Government employs 
a leurge number of the persons in her commercial and indus tr ia l 
i n s t i t u t i o n s . The concept of the welfare State i s maintained 
a l so by making ava i lab le a bas ic economic minimum together with 
amenities and welfare f a c i l i t i e s to each and every ee^loyee in 
the publ ic sector i n d u s t r i e s . Nioreover, public enterpr i ses are 
c a l l e d the 'model employer' not only to promote welfare but a l so 
to serve as a model for Industr ies in private s e c t o r . 
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7, Defence Indttgtrles Arguaentt Apart from the bas i c and 
heavy i n d u s t r i e s , the defenoe'^roducing projec t s are e x c l u s i v e l y 
reserved for the public sec tor because they CJinnot be l e f t for the 
pr ivate entrepreneurs due to the ir s t r a t e g i c in^ortance for the 
nat ional defence* Since the early per iod, these establishments 
have been under the State control in India . The two World Wars 
made the r e s p o n s i b i l i t y of the Government more obvious as dependence 
upon the pr ivate sector was d i f f i c u l t . The statements of the 
Industr ia l Po l icy Resolutions of 1948 and 1936 have reserved the 
r ights of the State to maintain a l l the Ordinance f a c t o r i e s . In 
t h i s confronting age, the expenditure on the defence indus tr i e s 
has increased to a high l e v e l , hence, the r e s p o n s i b i l i t y of the 
Government has been more in t h i s f i e l d . Now the public sec tor 
manages Hindustan Aeronautics, Bharat E l e o t r i o a l s axid a l s o Heavy 
Vehicle factory e t c . 
Thus, we have gone through the causes of the emergence of 
publ ic OTmership in India . Due to these f a c t o r s , public sector 
i s a t ta in ing the top p o s i t i o n in the econony. In the fol lowing 
paragraphs, a plan-wise account of scope and extent of public 
sec tor indus tr i e s and investment has been recorded. 
Scope and Extent of Public Enterprlsest The public sector 
c o n s t i t u t e s the core of i n d u s t r i a l i s a t i o n and covers a very large 
d le ld including transport and communication, minerals , and other 
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b a s i c I n d u s t r i e s . Railways are the b igges t industry of the 
country both from the point of view of employment and cap i ta l* 
There are other b i g establishments which are necessary for the 
economic development of the country. 
The proportion of investment in the public s ec tor out of 
t o t a l Investment in the nat ional economy has been s t e a d i l y r i s i n g 
s ince 1991. The r a t i o of investment in the publ ic s e c t o r , though 
lower than the pr ivate sec tor i n i t i a l l y increased in the l a t er 
plan per iods . Investment in the public sector has increased from 
46.4 per cent in the F i r s t Five ^ear Flan to 64 per cent in the 
Fourth Five Year Plan, mainly due to the fac t that India has 
accepted the S o c i a l i s t i c Pattern of Soc ie ty in which State performs 
some v i t a l r e s p o n s i b i l i t i e s which are beyond the capacity of 
pr ivate s e c t o r . State had to Invest in such projec t s which are 
not only e s s e n t i a l for the economy but a l so for s o c i a l welfare 
of the masses} as i t i s evident from Table I . 
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TABLE - I 
D i s t r i b u t i o n o f Plan o u t l a y i n P u b l i c s e c t o r ( R s . i n o r o r e s ) 
H«ad o f the 
Development 
1 s t P lan I I Plan I I I P l a n IV Plan ( A n t i c i p a t e d 
Amount % Amount % Amount % Amount % e x p . ) 
1. 
2. 
3 . 
4 . 
5 , 
Agri. and 
Al l ied 
s ec tors 
I r r l , and 
Flood control 
Potrer 
Vi l lage and 
small industry 
Industry and 
Minerals 
291 
310 
260 
43 
74 
6 . Transport eutd 
Oofflnunl c a t i o n 523 
7 , S o c i a l s e r v i c e 
and o t h e r 
programmes 
8 . I n v e n t o r i e s 
459 
15 529 11 1063 14 2320 1 4 , 7 
16 420 9 650 9 1354 8 . 5 
13 445 10 1020 13 2932 13 .6 
2 176 4 264 4 243 1,5 
4 900 20 1520 20 2864 1 8 . 3 
27 1300 28 1486 20 3080 19 .5 
23 830 18 1300 17 2986 18 .9 
- - - 200 3 - -
Total 1960 100 4600 100 7500 100 15779 100 
Sourcest Government of Indiaf Planning Commission, Five Year Plans. 
New Delhi I and Reserve Bank of India, Report on currency 
and Finance) Vol. II, 1975-76, p. 97. 
The above table shows the distribution of outlay in the public 
sector during the Five Year Plans. The distribution of investment 
in different heads reflects the priorities. In the First Five 
Year Plan period, agricultural development was given a place of 
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pride Including an extenslTe programme of i r r i g a t i o n , oinor as 
wel l as the major p r o j e c t s . Generation of e l e c t r i c power* which 
was linked in most oases with the major project was given p r i o r i t y . 
P r i o r i t y on i^r icu l ture was necessary because without a substant ia l 
Increase in the protect ion of food and raw materials for industry , 
i t would have been impossible to sus ta in a higher tempo of indus -
t r i a l development. Due to t h i s very reason "the high p r i o r i t y 
given in the investment programme of publ ic s ec tor to the i n v e s t -
ment of agr icul ture l i m i t s inev i tab ly the investment which the 
State can i t s e l f undertake in the i n d u s t r i e s e s p e c i a l l y large 
s c a l e indus tr i e s *. 
The p r i o r i t y on agriculture does not mean complete neglect 
ot i n d u s t r i e s . The plan provided the provis ion for completion of 
the various indus tr ia l projec t s already under iaq)lementation by 
the Central Government or by State Governments. The Central 
Government had a spec ia l r e s p o n s i b i l i t y for e s t a b l i s h i n g certa in 
defence i n d u s t r i e s . The Sindri F e r t i l i z e r Factory and the 
Chittranjan Locomotive Factory s tarted production. The production 
of high prec i s ion machine t o o l s , telephone equipment, dry core 
cables and news-print envisages in the plan a l so strengthened the 
i n d u s t r i a l s tructure and some of the important indus tr i e s were 
a l so commissioned in t h i s plan. These include Hindustan Stee l Ltd. 
which was incorporated in 1954 for the management of Rourkela 
S t e e l P lant , Hindustan Machine Tools Ltd. was incorporated in 
i . Government of India Planning Commission, F irs t Five Year Plan. 
New Delhi , 1952, p . 44. 
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1953| National Industr ia l Developnent Corporation Ltd. s e t up 
in i954 and IndicuD Air l ines s e t up as s tatutory Corporation i n 
1953. 
The Second Five Year Plan in a sense was a continuation 
of the development e f f o r t s comnenced in the F i r s t Plan, but there 
was a s h i f t in the p r i o r i t i e s with a large accent on i n d u s t r i a l i s a -
t ion s p e c i a l l y the dcTelopaent of heavy indus tr i e s and the 
necessary a n c i l l i a r i e s l i k e transport . The r e s p o n s i b i l i t y for 
some indus tr i e s l i k e o i l exp lorat ion , c o a l , and atomic energy was 
given to the Central Governaent. 
The a l l o c a t i o n under major heads of development shown in 
the above table i n d i c a t e s the r e l a t i v e s h i f t in p r i o r i t i e s between 
the F i r s t and the Second Plan. Industr ies and mining claim about 
20 per cent of the t o t a l publ ic sector outlay aa compared to 
4 per cent in the F ir s t Five Tear Plan. Transport and Communica-
t ion accounted for 28 per cent of the t o t a l outlay in the Plan. 
19 per cent of the t o t a l outlay of Central and State Governments 
was devoted to i r r i g a t i o n and power and 18 per cent of the outlay 
to s o c i a l s e r v i c e s as compared to 23 per cent in the F irs t Five 
Year Plan. 
In the Third Five Year Plan, the development of basic 
i n d u s t r i e s su<di as s t e e l , fuel and power, machine bui lding and 
chemical indus tr i e s was fUndeuientally for rapid economic growth. 
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These Industries largely determined the pace at idiloh the eoonooy 
oan become se l f -re l iant and self-generating. Progreuomes for 
Industrial derelopment have been drawn up from the point of view 
of the needs and pr ior i t i es of the eoononqr as a whole. Moreover, 
the Third Five Year Plan recognized the efforts to build up small 
industries as a v i t a l segments in the industrial structure by 
promoting greater integration between large scale and small scale 
industries» spreading the benefits of industrial isat ion to small 
towns and rural areas. 
The percentage of total plan outlay in this plan remained 
almost the same as I t was in the Second Plan. Major change 
occurred in Transport and Comiaunications, i . e . , i t was reduced 
to 20 per cent in the Third Plan from 28 per cent in the Second 
Five Year Plan. The major Industrial projects in the public 
sector Included were in the f ie lds of metallurgical, Industrial 
machinery, mcKshine too l s , petroleum refinery and s t ee l . 
Fourth Five Year Plan makes no major change in the 
allocation of investment percentage of the heads Industry and 
minerals, transport and social services . While there i s a 
l i t t l e change in agriculture, irrigation and power. The overall 
pattern of industrial growth i s the same in this Plcui as I t was 
in the Third Five Year Plan. The major proportion of the outlay 
in the public sector of the Fourth plan Intends for the completion 
of projects already under implamentatlon and projects on which 
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investnent deols lon henre been taken, Nov pro jec t s are envisaged 
In high p r i o r i t y f i e l d s l i k e f e r t l l l z e r s i p e s t i o i d e s , petroohealoalsy 
non-ferrous metals and development of iron ore* p y r i t e s and rook 
phosphates resources . 
Taken as a vrhole the publ ic sec tor investment would 
strengthen the control of Government over the conuBanding he ights 
of the eoonoBQr. Thus, the public sec tor accounts for a l i t t l e 
over three-fourth of the investment in the core sector during the 
Fourth Five Year Plan period. I t occupies a pre-eminent pos i t i on 
in the i n d u s t r i a l f i e l d . At the same time» the publ ic sec tor 
entered i n t o the f i e l d of consumer goods i n d u s t r i e s par t i cu lar ly 
in the f i e l d s in whioh adequate private investment i s not f o r t h -
coming. In the introduct ion of the Fourth Flan, Prime Minis ter , 
strengthens the case for public sector that "in addition to the 
f ight against poverty and economic i n e q u a l i t i e s , the Plan seeks 
to enlarge the area of s e l f - r e l i a n c e in terms of f inanoial 
resources and technolog ica l i n p u t s . Here, too the publ ic sector 
has an iiiportant part to play *. 
Conclusion 
In the foregoing d i scuss ion , a d e t a i l e d study of the 
factors responsible for the emergence of public enterprise in 
general and India in p a r t i c u l a r , has been made. Consequently, 
1, Government of India Planning Commission, Fourth Five Year Plan. 
New Delhi , 1969-74, p . v i . 
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i t beooaes c lear that th« public ownership was based on the 
economic J u s t i f i c a t i o n . Unequal d i s t r i b u t i o n of wealth, c o n s i -
dered as the st imuli for economio growth, ^ e r e the c a p i t a l i s t s 
come forward with t h e i r investment and r a i s e the production of 
the country, f a i l e d to achieve the o b j e c t i v e s . They explo i ted 
the working c l a s s by paying them minimum wages which brought about 
the unhapplness to the s o c i e t y . The economic d i spar i ty was the 
cause of creat ing i n s t a b i l i t y in the economy. The c a p i t a l i s t s 
f a i l e d a l so to bring about any dreustic change in the s o c i o -
economic development of the country, due to t h e i r ves ted i n t e r e s t 
of high p r o f i t s . I t was the publ ic in ter ference which brought 
about certa in changes by i t s d i v e r s i f i e d a c t i v i t i e s . 
Public ownership has now been found to be the essence of 
economic base almost in every country. Only the d i f ference i s 
of i t s phase and the degree. Some countries ass ign the minor 
ro l e to the Government, while others re ly more on the Government 
a c t i v i t i e s . In pre-Independence India , the ro l e of S ta te was 
minor, confined only to the public u t i l i t i e s . After the a t t a i n -
ment of Independence, the need of the inter ference by the 
Governm^t was f e l t considerably . Public s ec tor Investment was 
d irec ted towards i r r i g a t i o n and power projec t s to overcome the 
food shortage. The investment was a l so made i n the c a p i t a l goods 
to bring about the I n d u s t r i a l i z a t i o n in the country, i^ere the 
privat(> investment was shy. At the same time, the heavy industr ies 
- 41 -
of the public sector mlniiBized the concentration of economic 
poivers of the society. Moreover, the comaeroial and the manu-
facturing concerns of the Governnent were eicpected to create 
the surplus for the plan outlay. Last hut not the l eas t , in 
order to bring a balanced economic growth, the country adopted the 
economic planning, idtere the role of the State was inevitable . 
India adopts the 'mixed««conoaay', where the public and 
private sectors work together. But the expansion of public sector 
has been ei^hasized in al l the succeeding plans, and now i t 
occupies a pre-eminent position in the industrial f i e ld . Here 
the interference of the Government i s found almost in every 
sector and the number of public undertakings has been increasing 
at a tremendous rate. The expansion of public enterprise, apart 
from other developmental and promotional a c t i v i t i e s , l i e s in the 
fact that Government incl ines to col lect the finance through 
their earnings. Because now Government performs various tasks 
such as providing public u t i l i t i e s and the expansion of indus-
tr ia l izat ion where private entrepreneurs are hesitant to enter. 
Though the Government for these ac t i v i t i e s co l l ec t s revenue 
from various sources such as taxation, borrowings and the external 
assistance the oconowy i s affected adversely i f they are i n d i s -
criminately imposed. Hence, the Government ultimately depends 
upon the revenue col lected through the surplus of public enterprises. 
I t i s in this perspective that the Union and State Governments 
mobilise their resources through public enterprises as against 
other methods, such as taxation, borrowings, external assistance, 
e tc . This forms the subject matter of Chapter I I . 
C H A P T E R - H 
C H A P T E R - II 
PUBLIC ENTERPRISE AS A SOURCE OF RESOURCE MOBIUgATION 
Introdttctlon 
In the previous Chapter, we have studied the economic and 
s o c i a l J u s t i f i c a t i o n of public enterprises* I t was observed that 
though in India , some of the undertakings were i n s t a l l e d in p r e -
independence period, t h i s sec tor was assigned a s i g n i f i c a n t ro le 
a f t er the commenoefflent of planning era . I t was because of the 
fact that functions of the Government, which were o r i g i n a l l y 
l imited to cer ta in s p e c i f i c areas have considerably enlarged 
af ter Independence* Government now has to perform various tasks 
such as to provide publ ic u t i l i t i e s and the expansion of indus-
t r i a l i z a t i o n where pr ivate entrepreneurs are hes i tant to enter . 
Apart from t h i s , various developmental and non-developmental 
a c t i v i t i e s are undertaken by the State* In order to perform the 
mult i farious a c t i v i t i e s in the process of economic development, 
the Government has to incur huge expenditure* And for meeting 
these expenses, f inanc ia l resources are to be tapped through 
various means, such as voluntary sav ings , t a x e s , borrowings 
and external ass i s tance* The pattern and composition of these 
sources of revenue are s e l ec t ed care fu l ly as they might adversely 
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affect the paoe of economic development, i f l e f t without cons i -
deration. A major portion of Government finance i s drann through 
taxation but taxes cannot be levied indiscriminately due to their 
inflationary nature. Likeivise, excessive borrowings create 
ins tab i l i ty in the econoojy. Foreign assistancei though necessary 
and useful for the developing countries, cannot be re l ied upon 
due to i t s uncertainties. 
Therefore, the wide-intervention of State in the economic 
f ie lds i s advocated on the ground that by running certain prof i t -
making concerns, the State may create resources for the economic 
development. The surplus of public undertakings i s also required 
as their revenue reduces the burden on tax-payers. Hence, the 
Government's policqr for owning and managing industrial concerns 
has been influenced due to the profit consideration from the 
public sector enterprises. This Chapter i s divided in two parts. 
The I part reveals the requirement of oe^ital formation to meet 
out the esqpenses incurred in various a c t i v i t i e s for the economic 
development. The II part of the chapter makes a study of the 
various sources of Government finances required for the plan 
outlay in India such as taxation, borrowings, external ass is tmoe 
and the def ic i t financing. Since there are certain limitations 
in drawing flnanoMfor development programmes through these 
sources, a c r i t i c a l study i s also made to work out their l imitations. 
Also, i t emphasises the importance of public enterprise in mobili-
sation of resources to f i l l up the gap between resources and 
expenditure of the Government. 
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SECTION - I 
Financial Resouroes deeded for Economic Development 
Mobil ization of resources for securing an adequate rate 
of growth i s the crux of the probletn of economic development in 
an imderdeveloped country. The problem involves the need and 
a v a i l a b i l i t y o f physical resources or f inanc ia l resources adequate 
to cover the cost of various development progrcunmes. Economic 
growth in underdeveloped countries depends upon the fol lowing 
macro-variablesj (a ) Proportion of nat ional income devoted to 
savings and c a p i t a l formation} (b) cap i ta l output; ( c ) the rate 
of growth of population v i s - a - v i s the rate of growth of output. 
The above mentioned macro-variables axa changed through 
a comprehensive programme, conqprising f i s c a l , monetary and other 
p o l i c i e s according to the desired ends, ^fobillzatlon of f inancia l 
resources i s r e la t ed to the f i r s t var iab le and success in t h i s 
d i rec t ion depends upon the extent to which the addit ional nat ional 
income generated through the process of eoonoralc development i s 
ava i lab le for cap i ta l formation. 
The question a r l s e s i for what purposes the f inanc ia l 
resources are required? A prec i se answer to t h i s question depends 
upon the l e v e l of production and the degree of we l l -be ing of the 
required, which, In turn, depends upon the stoclc of c a p i t a l at the 
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disposa l of the country. The larger the stoolc of c a p i t a l , the 
higher I s the product iv i ty of labour, and, there fore , greater 
the volume of commodities and s e r v i c e s , ''Continuous and l a s t i n g 
improvements In the l e v e l s of l i v i n g can be secured only through 
the progress ive expansion of productive capetcity, which depends 
to a larger extent on the pace of oc^iltal formation* • In 
developed countr ies f inancia l resources needed for economic 
development are e a s i l y ava i lab le as the pr ivate sec tor i s strong 
enough to plough-back a larger part of addi t ional income for 
Investment purposes. On the contrary, in underdeveloped countr i e s , 
the growth i s not spontaneous and through su i tab le p o l i c i e s , 
d ivers ion of resources from pr ivate to public s e c t o r , from con-
sumption to production and from l e s s productive investment to 
more productive investment i s needed. In order to maximise the 
rate of growth and to ensure that i t takes p lace on the desired 
l i n e s , the Government has to make a major part of i t s investment. 
The main problem of economic development i n underdeveloped 
countr ies i s to develop in fra - s truc ture of the economy for which 
a *big push* in the form of l a r g e - s c a l e Investment in public and 
pr ivate sectors i s neeted. In underdeveloped countr ies the 
inducement to inves t i s very low due to low income, lack of 
entrepreneurship and small s i z e of the market. For breaking 
t h i s v i c i o u s c i r c l e nAiat i s needed i s **to r a i s e the marginal 
1. Paul Alpert, Economic Development (The Free Press of Glencoe , 
London, 1963), p . 132. 
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productivity of private investment. Any investment that creates 
'external economies* wi l l help to achieve the objective *• These 
external economies are available from the public sector investment 
and result in reducing cost of production and the enlargement of 
market. A large-scale investment in the economic overheads l ike 
means of transportation and communication, power project and 
irrigation projections f a c i l i t i e s and social overheads l ike 
education, health and social welfcure e t c . , i s needed. These 
categories of investment increase the productivity of labour, 
reduce cost of production and widen the market. Once these 
f a c i l i t i e s are established there comes an automatic expansion 
of the econoiqy. In underdeveloped countries 1;he8e l ines of 
Investment are not attractive for private cap i ta l i s t s as the 
margin of profit i s very low and i t i s spread over a long period. 
I t i s therefore, necessary for the Government to bear the major 
part of the financial burden of these investments. 
Further, i f economic development i s our main concern, i t 
i s necessary to look into the coi^osition of investment. The 
optimum pattern of Investment i s achieved by equalization of 
social marginal productivity in different l ines of investment. 
In underdeveloped countries, most of the investment in private 
sector i s of unproductive nature. Entrepreneurs in these countries 
are attracted towards these l ines of investment which give a quick 
i . Chelliah, R.J. Fiscal Policy In underdeveloped countries. (George Allen & Unwin London, 1960), p. 44. 
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return. Consequently, productive tsrpes of laTestBeat are starred 
of 0^1 ta l . The Governnent with the help of appropriate f i sca l 
poli<^, changes the flow of investment in such a manner that 
soc ia l ly essent ial and productive investment i s given preference 
to the iraproduotive and less -essent ia l investments* fhus, for 
achieving a rapid eeonomic growth in an underdeveloped country, 
a large amount of financial resources i s needed for accelerating 
Vie volume of investment in public sector, for increasing pro-
ductivity in private sector and for meeting the increasing develop^ 
ment expenditure. 
For fiaenoing the large scale public sector investment, 
Government has to mobilize financial and other resources. Many 
of the eminent eocmomists tried to develop growth models suitable 
for the cGmditions prevailing in underdeveloped countries. 
Consensus of the opinion on th is point i s that capital occupies 
the central and strategic position in the process of eoonomle 
development. The relationship between capital formation and the 
economic development i s indicated with the help of following 
equation s 
D a Sp - r 
Where D i s the rate of economic development, S i s the 
rate of net savings, p stands for productivity of new investments 
and r indicates the rate of annual increase of population. 
1, H.W. Singeri The Mechanics of Economic Development (llie Indian 
Economic Review, August, 1952) pp. 19-16. 
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Henoe, for increasing the rate of oi^)ltal formation iiliat 
i s needed i s that an increasing portion of additional inoomey 
generated through the process of eoonooalo developmenty should be 
diverted from oonsui^ption to investnent. Now the question arisess 
miat proportion of the national income should be diverted to 
investaent for productive function. I t depends upon various 
factors foid veuries from country to country and the level of 
economic growth. In the early stages of eoonomio development in 
different countries, the rate of investment hsis been high in order 
to achieve a 'big push* in the process of economic growth. In 
the U.S.S.R., the First Five Year Plan had a target of net invest -
ment amounting to between a quarter and a third of the national 
income, the actual achievement was perhaps s l ight ly lower. Hate 
of net investment in U.S.s.U. in the decade 19 28-38 was of the 
order of 2Q per cent of the national income • In Japan, new 
capital formation in the decade i900->i909 was estimated to hare 
averaged about 12 per cent of the nationed income irtiich increased 
to 17 per cent in the following decade. 
Estimates have been made about the magnitude of capital 
formation in some underdeveloped countries. Though the require* 
•ents for capital vary from country to country ^ d from time to 
tlBie, i t has been estimated that with the r ise of one per cent 
in population, a community should save four per cent of i t s 
i . Government of Indiat Planning Commission - First Five Year 
Plan, New Delhi, p. 13. 
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nat ional incoaie annually to maintain I t s per cap i ta Income on 
the sane l e v e l . According to these est imates i f population of 
a community I s r i s i n g at the rate of 2.5 per cent annually, the 
country should save at l e a s t 10 per cent of i t s nat ional Income 
for maintaining the l e v e l of per capi ta income:. 
In India* due to p o l i t i c a l and economic c o n s t r a i n t s , an 
amhltlous target l i k e that of U.S.S.R. vas not pos s ib l e in the 
early s tages of planning. I t was estimated that *for a population 
growing at the rate of ±r per cent per annum, the rate of i n v e s t -
ment needed for maintaining per c a p i t a income constant was 4 and 
5 per cent of the nat ional Income • In the F ir s t Five Year Flan, 
the proportion of Investment of nat ional income was assumed to 
r i s e from 5 per cent or so In 1950-51 to about 20 per cent by 
1963-69 and to remain at that l e v e l therea f ter . During the Flan, 
the actual rate of Investment averaged to be 6 per cent of nat ional 
Income against the target of 12 to 15 per cent . During the Second 
Plan i t was rea l i zed that a too anbit ious target of the F ir s t Plan 
was not f e a s i b l e . Therefore, the long-term targe t s of investment 
were r e v i s e d . I t was assumed that investment would go up from 
17 per cent of nat ional income in 1955-56 to {ibout 11 per cent 
In 1960-61, 14 per cent by 1965-66 and 16 per cent by 1970-71. 
Thereafter i t would remain p r a c t i c a l l y s tab le r i s i n g to 17 per 
cent by 1975-76. In the Third Five Year Plan, again, these 
1. Government of Indlai Planning Commission, I^rst Five Year Plan, 
New Delhi , p . 15, 
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es t imates were revised upward and the targe t s for tbe Third, 
Fourth and Fifth Plans were kept at 14-13, 17~1S and 19-20 per 
cent per annum r e s p e c t i v e l y . The aim of the Fourth Plan was to 
acce lera te the tetnpo of economic development i n condit ions of 
s t a b i l i t y and reduced u n c e r t a i n t i e s . The s i z e of the investment 
was to be determined by the resources nAlch could be mobilized 
domest ical ly without creat ing in f la t ionary pressures . Keeping 
a l l these factors in view, the Investment project ions were rev i sed . 
Investment was to increase from 11.2 per cent of nat ional Income 
In 1968-69 to 14.5 per cent in 1973-T4, 
Further, a part of the resources mobilized i s used for 
meeting non-development expenditure of the Government. The 
marginal prosperity to consume of the Guvemmont sec tor has to be 
e f f e c t i v e l y restra ined i n order to r e l e a s e more resources for 
development a c t i v i t i e s . In India , there has been marked increase 
in non-development e^cpenditure during Five !fesx P lans . I t 
Increased from Rs.381.40 orores i n 1951-52 to Rs.2069.9 crores 
in 1965-66, During the Fourth Plan, a part of the addit ional 
resources mobi l izat ion undertaken by the Centre and S ta te s was 
absorbed by increase in non-plan expenditure, p a r t i c u l a r l y , on 
the rev i s ion of emoluments for Government employees, increase 
in expenditure on defence, r e l i e f from natural ca lami t i e s and 
food subsidy e t c . 
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SECnON ' II 
Flngmclng the PlTe Year Plaia in India 
In the preceding section we hare studied the extent of 
financial resources required for eoonoalo development. This 
section nakes a study of the flnimolng of the Five Year Plais 
In India. Aa has already been discussed the functions ot the 
modem State are nuaerous and are grofrlng| for Isqileaentlng 
these scheaes Govemaent naturally needs finances. In order to 
f u l f i l the gigantic task, p lan -^se Investnwt projections were 
made. Tahle I shows how the Government mobilized resources for 
these Investment projections through various means. 
Finances of the f i r s t three plans were different from 
these of the la t ter plans as In the f i r s t three plans, a larger 
part of resources wa« mobilized through external assistance and 
def ic i t flnoaolng, while In the la t t er , the percentage of these 
resources went dowu to a low l eve l . 
AS Is evident from the table that the etotual outlay of the 
First Five Year Plan, was of the order of Rs.1960 orores. Out 
of th is a sum of R8.1352 crores» I . e . , 69 per cent of the amount 
was mobilised from the domestic budgetary resources Including 
additional tax measures undertaken during the Plan. Rs.l88 orores 
(9.6 per cent of the total outlay) were available from external 
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resources and def i c i t finance was resorted to an amount of 
Rs.420 orores, i . e . * 21.4 per cent. In the First Plan, tbe 
surplus from public enterprises i s included in the budgetary 
resources. I t was because of the fact that margin from these 
undertakings was very nominal as very few undertakings were only 
ins ta l led in that Plan. So i t was not possible to earn a consi-
derable amount of margin from these enterprises in the i n i t i a l 
stage. 
The Plan outlay for the Second Five Tear Plan was of the 
order of Rs.4600 croreSf n^ich was a larger amount as ooo^ared to 
the First Plan mainly due to the industrial ization policy pursued 
by the Government. Out of t h i s , the external resources accounted 
for Rs.i090 crores and contributed 23.7 per cent of the total 
outlay. It was due to greater stress of the Grovernmeat on indus-
tr ia l i za t ion irtiioh required a larger amount of foreign exchange. 
Resources mobilized in the Plan through de f i c i t financing were 
20.6 per cent, i . e . , Rs.948 crores, A major percentage of the 
total o u t l ^ , though a lesser proportion as compared to the First 
Plan was financed through domestic budgetary resources, i . e . , 
Rs.2562 crores or 55.7 per cent. Out of th i s , public enterprises 
contributed Rs.iSO crores, i . e . , about 6 per cent of the domestic 
resources emd 3.2 per cent of the total resources. Against the 
envisaged outlay of RS.7S00 crores in the Third Five Year Plan, 
actual outlay comes to R8.8570 crores. During the Plan period. 
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external asaistancd aooounted for 23.2 per oent and de t io i t 
financing provided 13.2 per cent of the total resources. Thus, 
in financing the Plan, about 42 per oent of the o u t l ^ , i . e . , 
Rs.3556 crores was provided hy other than the doioestic budgetary-
resources. Public enterprises (Central and State) in the lliird 
Plan contributed Rs.435 crores, i . e . , 5 .1 per cent of the total 
P l ^ outlay and nearly 3 per cent of the domestic resources as 
against 3.2 per cent and 6 per cent in the Second Plan. Railvays 
contributed to the extent of as.62 crores and Rs.375 crores was 
financed by other public undertakings. 
Although the s ize of the three Annual Plans was kept 
moderate, yet the financial pattern came to the extent of 35.9 
per oent on external assistance aid about 10 per cent on def ic i t 
finesioing. Out of the total outlay of R8.6756 crores domestic 
resources financed 54,1 per oent, i . e . , Rs.3648 crores. fhe 
public sector enterprises contributed Rs.409 crores and aooounted 
for 6 per oent of total outlay and nearly 11 per oent of the 
domestic resources. Total earnings of proflt^making concerns 
amounted to Rs.521 orores. Railw^s incurred a loss of Us. 112 
crores, which constituted the net profit of a l l public enterprises 
to the extent of Rs.409 crores in the Annual Plans. The contri -
bution of public enterprise in the total outlay was greater than 
the previous plans. 
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Tfhlle fonnulating the eoonomio policy for the Fourth Plan, 
i t was realised that in the past 'tempo of eoonoinio act iv i ty was 
not sufficient to provide productive employment to a l l , extend 
the base of social services and bring about s ignif icant improve-
ment in l iv ing standard of the people* . The aim of the Fourth 
Plan was to accelerate th<* tempo of eoonomio development in 
conditions of s tab i l i ty and reduced uncertainties. For financing 
a larger s ize of the Plan, emphasis was given on additional 
mobilization of internal resources in a manner which does not 
give r i se to inflationary pressures. The Plan outle^rs were 
closely related to the p o s s i b i l i t i e s ot raising resouroes in 
a non-inflationary way. Dependence on foreign aid was greatly 
reduced in the course of Fourth Plan. Keeping these objectives 
in view» the share of domestic budgetary resouroes in the total 
outlay of Ss . i 6 , i 60 orores was raised to 74,5 per cent of Rs. 12014 
orores as ooi^pared to 59 per cent in Third Plan and 54 per cent 
in the three Annual Plans as shown in Table I I . External 
assistance for the Fourth Plan outlay was reduced from 23 per cent 
in the Third Flan and 36 per omit in the three Annual Plans to 
nearly 13 per cent. Deficit fin^acing was placed to Hs.2060 
crores, i . e . , 12.7 per cent as against 13.2 per cent in the 
Third Five Year Plan. Public enterprises in the Fourth plan 
contributed Rs.ll35 crores, i . e . , 7 per cent ot the total outlay 
and nearly 9 per cent of the domestic resources as against the 
i . Government of Indias Planning Coiamission - Fourth Five Year 
Plan, 1969-74, New Delhi, p. 13. 
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TABLS - I I 
Finances of the Fourth Five Year Plan 
I T B M S 
Latest estimates 
Amount Percentage 
Rs. in orores of the total 
1. Domestic Budgetary^ Resources 
(a) Balance from current revenues 
(1968-69 ra tes of taxation) 
(b) Surplus from publ ic enterpr i ses 
(1963-69 r a t e s ) 
( c ) Retained p r o f i t of R.B.I . 
(d) Market Borrowing 
( e ) I n s t i t u t i o n a l Borrowing 
( f ) Small Savings and others 
(g ) Misoellimeous c a p i t a l r ece ip t s 
(h) Additional Resource Mobil ization 
2. External Assistance 
3 . D e f i c i t Financing 
120U 
.236 
74.5 
- 1 . 4 
1135 
296 
2136 
1010 
1938 
145S 
4280 
2087 
2060 
7 . 0 
1.3 
13.2 
6 . 2 
11.9 
9 . 0 
26.4 
12.8 
12.7 
TOTAL 16,160 100.0 
Souroei Goremment of India - Planning Commission, Draft Fif th 
Five Year Plan, Vol . I , New Delhi , pp. 53-54 . 
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Third Plan where they contributed 5.1 per cent of the total outlay 
and nearly 8 per cent of the domestic resources. Although Railways 
nade a negative contribution, as a t^ole public enterprises made 
a surplus of Rs.700 orores more than in the Third Plan. 
Sources of Finance and fee Place of public Enterprise 
Broadly speaking, there are three sources of finance of the 
Government which are as followst 
(a) Domestic Budgeteiry Resources 
(b) External Assistance and 
(c) Deficit financing 
Throughout the iriiole p l« i period, domestic resources have 
played a significant role^ end the major share of investment i s 
drawn through th is itetn as i t i s shown in the above tables . The 
investment through domestic resources formed 69 per cent of the 
total finance in First Plan and about 75 per cent of the total 
in the Fourth Plany It does not mean that resources financed 
through otiier means such as external assistance and the def ic i t 
financing are of no is^ortance as rest of the total Plan outlay 
was finenoed through these sources* In fact , these resources cure 
complementary to each other and the various schemes of the 
Government, cannot be financed exclusively through one source. 
An excess amount of one source can create innumerable inconveniences 
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to the people and can a f feot the eoonony adverse ly . Raising of 
resources I s a careful Job which cannot be done haphazardly because 
there are a e r l t s and demerits of each source. We w i l l hove to 
make a balance aaong a l l resources in financing the Govemaent 
F lans , so that the achieveaents for econoniio developaent could 
bo maxliBised and s a c r i f i c e s of the people could be rainimised. 
On the bas i s of the above d i s c u s s i o n , i t becomes abundantly 
c l e a r that doiaestic resources c o n s t i t u t e the major part of Plan 
out lay . However, i f the resources are not s u f f i c i e n t to meet the 
requirements, the resources may be mobilized through the expansion 
of monetary system by borrowing from the Hesezve Bank of India . 
Financing the Plan through t h i s measure i s preferred in circum-
stances when the Government has to face p o l i t i c a l pressure)while 
mobil is ing resources through other sources . Governments are 
driven to i n f l a t i o n when they think that p o l i t i c a l d i f f i c u l t i e s 
in r a i s i n g resources in t h i s way are l e s s than, the p o l i t i c a l 
d i f f i c u l t i e s in the way of ra i s ing the same resources through 
taxes . Inf la t ionary finance may serve for caipital formation but 
at the same time i t has an adverse e f f e c t on the pr ice l e v e l and 
the l e v e l of oonsunq^tion of masses i^n i^ch come in the way of 
economic development. I t w i l l increase the p r i c e s . Such a r i s e 
in price would depreciate the real value of purchasing power. 
That would increase the ir consumption expenditure and would 
1, Lewis W. Arthur! Theory of Economic Growth, (London, Allen & 
Unwin, 1963) , p . 219. 
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diseoorage further aorings. Benoe, on the one hand inflationary 
gap depreoiates the purohaslng power of masses and reduces the 
propensity to sore irtilch Is a source of capital formation and, 
on the other, wipes out the benefits of a l l the resources of 
Govemaent col lected through different means/ Consequently, 
Government needs resources more euad more to finance the plans. 
Due to this l imitation the proportion of def ic i t in the succeeding 
pl« i outlays was reduced to minimum from 2i .4 per cent in First 
Plan to only iO per cent in the three ^nual Plans. The main 
obJeotiYe of the Fourth Plan was to mobilize more domestic 
resources without hearily depending upon def i c i t financing. As 
was airgued the *Stabilizati<Hi of agricultural prices can check the 
general r ise in prices only i f the programme of investment in the 
public and private sectors (during the Fourth Plan) i s financed 
by adequate mobilisation of resources without de f i c i t financing so 
that the strong pressure of inflationary tendencies i s checked ' • 
From the above analysis we come to the conclusion that 
inflationary finance i s not desirable for healthy growth. 
Inf lat ion, certainly leads, in the f i r s t stage, to accelerated 
capital formation but the accompanying social and economic costs 
are high. The problem of mobilization of resources must be viewed 
not only in terms of financial resources but also in terms of real 
resources. 
1. Khan, Mohi^ad Shabbirt Planniuig and Economic Developmtfit 
in India, (Bombay, Asia Publishing, 1970), p. 80. 
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Thougjb the State t r i e s I t s bes t t o flnjinoe tbe Pleu outlcor 
only through internal resources , as we hoire seen in Five Year 
Plsns where s o s t of the portion of Pleai outla}rs i s drawn through 
dooest io resources . Yet the resources through external finance 
cannot he overlooked in an underdeveloped eoonoioy suoh as Indian 
where i t i s he lpful to cover the d e f i c i t of country 's balance of 
payments* Moreover, inf low of foreign savings provides addi-
t i o n a l resources for investment, beoanse i n underdeveloped 
countries in terna l savings are not s u f f i c i e n t to adhere e f f i c i a n t l y 
the prograBiaes of S ta te as i t i s c l e a r l y evident from Table I I I , 
where the trend of savings and investment in proportion to the 
nat ional Income i s givent 
TABI£ - I I I 
Saving, Investment Ratios 
Year Saving-Income percentage 
5 .0 
6 .6 
S.5 
10.5 
8 .4 
i i . 4 
11.0 
9.9 
Investment-Income 
percentage 
5 .5 
7 .3 
i i . O 
14.7 
9 .7 
12.0 
11.8 
10.8 
1950-51 
1955-56 
i960«61 
1965-66 
1968-69 
1971-72 
1972-73 
1973-74 
Sources Reserve Bank of Indiat Reports of currency and 
Finance, Bombigr. 
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I t i s seen from the above Table that there i s a gap 
between savings and investments of the oountrs^. Investment i s 
made more than the total savings of the econoiqr. It shows 
clearly that the gap i s f i l l e d up by the exteimal resources. 
In this wayt we find that fineoioes mobilized through external 
resources are indispensable and i t i s due to the fact that 
f i r s t l y domestic savings cure short of needs in underdeveloped 
economy and secondly, external resources in terms of technical 
know-how aotivise the internal resources which i s more important. 
But the external resources for financing economic develop-
ment hove their own implications. Foreign loeins involve the 
payment of interest in foreign currencies which sh i f t s the burden 
from the present to future generation. I f loans are easi ly 
available, the aoney thus received may be spent in a wasteful way. 
On the other hand, foreign cdd i s dependent upon the extent to 
which we can increase and mobilize our resources. £ven i f foreign 
aid i s available, our capacity to use i t depends upon our abi l i ty 
to raise con^lementary internal resources. Moreover, most of the 
foreign assistance carry along with them some p o l i t i c a l strings 
and lead to the ideological slavery of the independent country.\ 
The principal object of the American assistance programme, for 
instance i s not for the economic development as such but for the 
po l i t i ca l and strategic interest of United States . Consequently, 
the aid i s not distributed in accordance with the need and use of 
the country. Likewise, Turkey which has absorbed the large supply 
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Of dol lar. Is not the mogt nee^ y^  of the liiiddle £ast ooumtrles, 
but Bimply the moat ant1-communist of them . Hence» on account 
of the uncertainty of foreign aid, most of the countries avoid 
foreign assistance and rely more and more on the internal 
resources. In India, resources drawn through foreign assistance 
in Fourth Plaai was of the order of 12.8 per cent of plan outlay, 
as compeared to 28.2 per cent in Third Plan and 35.9 per cent in 
the three Annual plans. 
Domestic resources which constitute the major part of 
country's inrestnent, are drawn through seTeral items but broadly 
speaking they are*" divided into four main items such as (a) surplus 
from currant revenues, (b) small savings, (c) borrowings and 
(d) surplus from public enterprises. 
The surplus from current revenues depends upon the level 
of existing taxation oad the o p a c i t y of raising additional taxes 
and the magnitude of non-developmcmt expenditure. For rapid 
economic development an increasing proportion of national income 
should be devoted to capital formation. Due to low income of the 
people, mobilization of resources through voluntary savings i s 
short to meet the heavy expenditure of the country. Therefore, 
Government has no other option but to co l lec t finances through 
forced savings, i . e . , taxation. 
1. Hansen, A.H., Public Enterprise and £conomjLc Development. 
(Rotttledge and Kegan Paul Ltd., London, 1959;, p . 30. 
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Taxation has a p o s i t i o n of central iiq)ortance for c a p i t a l 
formation. Due to the elements of cooqtulsion, i t aay serve t h i s 
purpose in the desired way. But, other things remaining the same, 
i t depends npon the absolute l e v e l of per-»oapita income and also 
on the monetary transact ions in the economy. In poor countr ie s , 
as most of the people l i v e on subsistance leve l» taxable o p a c i t y 
i s very low. The element of tax compels the ipeople to out the ir 
consumption which creates a great s a c r i f i c e on the ir part . Due 
to the element of s a c r i f i c e , taxation cannot be l e v i e d exces s ive ly . 
Further, i f the resources are mobilized through forced sav ings , 
i t w i l l a f f ec t voluntary savings adversely by reducing the income 
of the people . Therefore, there seems to be a clash between 
voluntary savings and the forced savings and I f resources , are 
to be c o l l e c t e d through voluntary savings , tajcatlon w i l l have to 
be r e s t r i c t e d . Furthermore, i f most of the requirements of the 
Government are met through t a x e s , the burden on the community 
would be too heavy. I t would adversely a f f ec t incent ive s and 
thereby retard development. In India the ra tes of taxat ion are 
very high, tod in order to ovoid the ir adverse e f f e c t s , the 
Finance Minis ter , i ^ i l e present ing the Aanual Budget for 19T6-77 
has made cer ta in oonoessions to the taxpayers. 
Surplus from current revenues a lso depends upon non-
development expenditure. In the process of economic development 
there i s expansion in the s o c i a l s erv ices l i k e education, health 
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and faaily welfare e tc . For ii^pleiientatloii of development 
programies, the administrative naehineiy i s also expanded and al l 
these require a large amount of expenditure which i s of non-
developnent nature. In India, a very large part of additional 
tax revenue i s used to finance non-development expenditure of 
the Government. Aa we cannot expect more from surplus of current 
revenues for the finance of Government expend!ture, other 
resources to fintoioe investment projections wi l l have to he 
traced. 
Government mobilizes a part of the resources through 
small savings hy different classes of the society. There are two 
main sources of savingss (a) Savings by private individuals and 
(b) savings by Corporations. Corporate savings come from the 
profits of the Companies, that may be encoura<ged through differen-
t i a l taxation of distributed and undistributed prof i t s . But 
corporate savings may lead to concentration of eoonomic power 
in a few hands. 
In India, household sector accounts for about three-fourth 
of the aggregate domestic savings. Household savings depend 
upon two variables , level of income, on the one hand, and level 
of consumption on the other. In underdeveloped economies, 
where per capita income i s very low, personal savings involve 
with certain problems. Household savings may be increased 
provided real income of the people i s high. I f resources are 
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c o l l e c t e d through tazatlony personal income w i l l dec l ine 
and In the sane proportion savings w i l l be decreased. On the 
other hand, i f resources are mobilized through monetary measures, 
then Inf lat ionary tendency e x i s t s ivhioh w i l l Increase the l e v e l 
of oonsunption. I f the l e v e l of income i s neutra l ized with the 
l eve l of consuiqption of masses, there w i l l remain no balance of 
savings for investment. The c lash among the laeans of resources 
mobi l izat ion i s there and that i s why household savings are very 
meagre in our country. Consequently, other sources of finance 
w i l l have to be searched to f i l l up the gap between revenue and 
expenditure of the Government. 
Market borrowing i s one of the sources of domestic finance* 
I t c o n s t i t u t e s a considerable amount of the plan such as 25.6 
per cent in Second Plan fSid 16 .2 per cent in Third Plan. But 
publ ic borrowing i s voluntary technique for mobi l izat ion of 
resources and i t may f a i l to mobilize an adequate volume of 
required income. The response to the Government bonds f loa ted 
in the c a p i t a l market depends upon the large number of factors 
such as the r e l a t i v e y i e l d of various kinds of investment in 
p r o f i t y i e l d i n g a s s e t s , d i s t r i b u t i o n of income in the country 
and saving capacity e t c . Some of the fac tors are beyond the 
control of public p o l i c y . 
In t h i s wayt we find that Government may r a i s e the 
f inanc ia l resources through various ways. But the finance through 
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these Instnuentf l oaanot be drawn exoeasiTely as they adversely 
a f f ec t the econoado a c t i v i t y . Raising of resources i s a tedious 
Job and i t should be handled t a c t f u l l y . 
Exoessive borrowings create i n s t a b i l i t y in the eoonony. 
Taxes caimot be l ev ied to u n l i a i t e d extent as they are in f la t ionary 
in nature. When the rate of taxat ion i s r a i s e d , i t d i r e c t l y 
a f f e c t s the income of taxpayers. They have to undergo a b i t of 
s a c r i f i c e iHiioh I n v i t e s p o l i t i c a l r e s i s t a n c e . Monetary aeasures 
create the teodenoy of i n f l a t i o n vhloh reduce people*s real inooaro 
and subsequently t h e i r l e v e l of sav ings . Therefore, in order to 
reduce the dependence on these measures State i t s e l f Jua|>s in to 
market and i n v e s t s the c a p i t a l i n commercial tmdertakings with a 
view to draw surplus from them on the one hand and reduces the 
burden of taxpiQ^ers, on the other . Resources can be c o l l e c t e d 
through the surplus from public enterpr ises without any s a c r i f i c e 
to the taxptqrers and without any p o l i t i c a l r e s i s t a n c e . When the 
State i n v e s t s lajrge amounts in public enterpr i ses i t should augment 
i t s revenues through t h e i r surpluses . . . where a publ ic e n t e r -
p r i s e i s a monopoly i t s surpluses tend to be eikin to a tax . The 
pr i ce i s not competit ive and the State can r a i s e the required 
surplus by f i x ing pr ice at a sui table l e v e l . There i s an advantage 
i n r a i s i n g resources i n t h i s manner because the tax-element i s not 
r e a l i z e d by the publ ic and there i s l e s s p o l i t i c a l r e s i s tance . 
1 . Bhargava, R.N. Indian Public Finances (Orient liongmans, 
Bombay, 1970), pp. 246-47. 
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Henoe» the Govemaent's polloy on this factor was quite 
oleart * that profit considerations from the public sector has 
influenced Goremment thinking in the matter of oimlng and 
managing industrial enterprise' . Moreover, ttie State has made 
large investments in public enterprises so their surplus should 
be expanded to finance further development. The general policy 
which was accepted i s that the maximum economj.c returns should be 
secured from al l public enterprises. This wi l l help to increase 
the rate of savings in the econotay. I t was stated in the First 
Five Year Plan that the State must i t s e l f raise to the extent 
poss ible , through taxation, through loans and through surpluses 
earned on State enterprises, a considerable proportion of the 
savings needed. Further, i t was mentioned in the Industrial 
Policy Resolution of April 1956 that, <it i s to be expected that 
public enterprise wi l l augment the revenue of the State and 
provide resources for further development in fresh f ie lds *. 
In the early periods of establishment of public sector 
undertakings, the idea of surplus earnings from public enterprises 
was not clear and the oansensus was in favour of no-proflt-oo-
loss bas i s . However, there were many problems such as the period 
of their ins ta l la t ion , improper planning, their confinement only 
to infra-structure aad to the public u t i l i t i e H . In those days 
public enterprise was not used for the resource mobilization as 
1. Administrative Reforms Commission, Report on Public Sector 
undertakings. October, 1967, New Delhi, p. 8 . 
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the other ault lfarlous ac t iv i t i e s irere assigned to public enter-
prise suoh as to provide infra<-s true tore and to f a c i l i t a t e the 
private investaent. Public enterprise perforated this role to 
i t s best way* Therefore^ in those days, even their losses were 
acceptable. But in the later stages, they, with a l l their a c t i -
v i t i e s , were assigned the role of contributing surplus earnings 
to the National Exchequer. I t i s because of the fact that many 
of the undertcd^ngs now are on their maturity stage* so they can 
earn prof i t s . On the other hand, Government needs a considerable 
amount of money for develops^nt a c t i v i t i e s . IIenoe« in a message) 
Prime Minister made a comment on the capital formation in the 
State undertakings! "The national industries must generate 
suff ic ient resources both internal and external to provide for 
further development of the econoogy. We hare at the i n i t i a l 
stages depended largely on the assistance in various forms from 
friendly countries. This was perhaps inevitable but no economy 
can continue to depend indefinite ly for i t s own development on 
such external assistance. I t i s in th i s context that the question 
of profit i s important even in the public sector *. 
The idea of surplus earnings i s consistent with total 
contribution of public enterprises in the Five Year Plans. In 
the First Plan, earnings of public enterprises were posit ive 
whicdi are not mentioned in plan o u t l ^ separately and added to 
the budgetary domestic resources. In the Second Five Year Plan, 
1. Nigam, Raj K. Changing Horizon of Public Sector. Published 
by the Perti11sers and Chemicals, Travanoore Ltd., 1970, 
p p . 1 - 2 . 
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the Plan outlajr was of Rs.4600 orores aad out of i t public 
enterpr i ses contributed Rs . l50 orores , i . e . , about 6 per cent of 
domestic resources and about 3 .2 per cent of the t o t a l out lay . 
During the Third Plan, public enterpr i ses (Central and S t a t e s ) 
nade the margin of fis.4r35 orores , i . e . , 5 , 1 per cent of the t o t a l 
Plan outlay of Rs,8570 crores . The proportion c o l l e c t e d through 
publ ic enterpr ises was higher in the Third Plan than the Second 
Plan. In the Three Annual Plans the t o t a l outlay was of the 
order of Rs.6756 crores and out of i t public enterpr ises ra i sed 
the resources of Rs.409 c r o r e s , i . e . , 6 per cent of t o t a l out lay . 
In Fourth Plan, the absolute amount c o l l e c t e d through public 
enterpr i ses was Rs.1135 c r o r e s , i . e . , 7 per cent of the t o t a l 
outlay of Hs . l6 i60 c r o r e s . 
Thus, we find that the publ ic enterpr i ses are making 
p o s i t i v e aehieYements for mobi l izat ion of resources throughout 
the plan per iod. In order to r a i s e the resources for Fi f th Plaa , 
the Planning Coamission emphasised that "higher earnings from 
publ ic enterpr ises through be t t er e f f i c i e n c y and appropriate 
pr ic ing p o l i c i e s to e l iminate subs id ie s and cut--down l o s s e s *. 
On t h i s b a s i s the surplus from publ ic enterpr i ses for Fi f th P l « i 
period i s estimated at Rs«5988 orores (as a gross p r o f i t ) or 
16 per cent of the t o t a l outlay of us .37 ,250 orores . The gross 
surplus of Railways during the Fi f th Plan period i s est imated 
at Rs.649 orores . 
1. Government of India , Planning Commission, Draft Fifth Five 
Year Plan, 1974-79, New Delhi , Vol . I , p . 14. 
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The breakMip of t o t a l earnings from public enterpr i ses 
oontrlbuted through Centre and the S ta te s i s revealed here . In 
the Second Five Year Plan, out of the t o t a l eiarnings of Rs.lSO 
orores from public enterpr i ses ) Centre contributed the iirfaole 
amount and that came from Railways, \rtiile the S t a t e ' s contribut ion 
was not mentioned. In the Third Plan, out of the t o t a l p r o f i t s 
of publ ic enterpr i ses of Rs.435 crores , the Centre provided 
Rs,331 orores in which Ra i lw^s contributed Rs.62 orores and 
Rs.269 croras were draim from res t of the undertakings. While the 
S ta tes contributed Bs . l04 c r o r e s . For the Fourth Plan out of 
t o t a l revenues from publ ic e n t e r p r i s e s , Rs.815 orores was made 
by Centre, in T i^icfa Railways Incurred the l o s s e s of Rs. l65 crores 
and i t was compensated by res t of the undertalcings. The S ta te s 
provided Rs.320 c r o r e s . Further, for the Fi f th P l s n , amount of 
p r o f i t s from public enterpr i ses i s est imated at R8.5988 orores* 
out of ubich R8.4331 crores w i l l be mobilised through the under-
takings of Centre and Rs. l657 crores w i l l be drawn from under-
takings of S t a t e s . 
A clecur idea of public undertakings in terms of resource 
mobi l izat ion can be had from Table IV which shows the place of 
publ ic undertakings in respect to t h e i r surpluses against the 
t o t a l amount of tax revenue. 
As i s c l ear from the tab le taxes c o n s t i t u t e a major 
portion of the Government revenue. Though the quantum of public 
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undertakings contribution i s increasing every yecur; i t being 
R8,23.16 orores in 1950-51 and increased to fis.144.13 orores in 
1971-72, in terms of the total revenues of the Government, the 
share of public undertakings has varied only between 4 to 6 per 
cent* In short, i t i s l i t t l e but steady contribution from State 
units ufaloh has become a permanent source of Government in 
building up the economy. 
Conclusion 
In the foregoing discussion, a detailed study of public 
enterprise as a source of resource mobilization has been made. 
In the f i r s t sect ion, the relation between cai:»ital formation and 
the eoonomlo development has been discussed. I t was seen that 
capital formation leads to an all-round economic development 
because the level of production and national Trell-belng depends 
upon the stock of capital at the disposal of the nation. The 
larger the stock of capi ta l , the higher i s the productivity of 
labour and, consequently, greater wi l l be the volume of commodities 
and services. In an underdeveloped country l ike India, the basic 
problem i s the low income of the people which i s associated with 
a low level of domestic savings, deficiency of economic and social 
overheads and a larger unemployed and underemployed labour force 
due to shortage of csQ>ital and other coaq[)lementary resources. 
Private enterprise alone cannot cure these basic weaknesses of 
the economy in view of the magnitude and vasteness of the resources 
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reqalred. The State has to assuae responsibil i ty of increasing 
the rate of doaestic savings, expanding socia l services and 
eeononlc oveiiteads and has to offer inoentires for investment. 
In order to f u l f i l these versat i l e objectives, State requires 
a considerable aaount of capi ta l . 
Having gone through various sources of resource mobilization 
for multiple projects such as taxation, borrowings and external 
assistance, we came to the conclusion that raising of resources 
i s a oonq)licated task mhich requires a careful handling. Huge 
investm^it projects need a considerable amount of capi ta l , which 
i f col lected from the people create inconveniences to them. Hence, 
public enterprise was assigned the role for mobiliasation of 
resource for Government investment mainly because the resources 
OfOi be collected through the surplus of public enterprises without 
any p o l i t i c a l resistance and with least sacri f ice to the taxpayers. 
In financing the Five Year Plans, State units p l ^ e d a posit ive 
ro le . Having discussed public enterprise as a source of resource 
mobilissation, i t i s necessary to discuss the growth of public 
enterprises in India, their numerical strength and the investments 
made in them including the profits and prof i tabi l i ty rat ios . I t 
also becomes iaq[>erative to discuss the significance of the growth 
of public enterprises in the process of economic development and 
i t s Just i f icat ion for huge investment. These and related topics 
form the subject matter of the next Chapter. 
C H A P T B R - I I I 
C H A P T S H - I I I 
GROWTH OF PUBLIC ENTERPRISE AND ITS ROLE IN RESOUltCE MOBILIZATION 
Introduction 
In the previous Ohapteri the re la t ionsh ip between cap i ta l 
foraation and the economic development was d i scussed . A s t a t i s -
t i c a l ana lys i s of the sources of resources drawn for f i v e Jfear 
Plans was a l so made, along with the ro le the Public enterprise 
have played in resource mobi l izat ion . Before proceeding further , 
i t becomes neoessary to study br i e f ly the growth of public 
enterpr i ses during plnn period to reveal the scope and magnitude 
of public sec tor undertakings as regards the resource mobil izat ion 
for economic development. For t h i s purpose, only some of the 
undertakings of public sec tor have been taken i n t o account, as a 
comprehensive study of a l l the Government undertakings i s not 
p o s s i b l e . Though the Departmental undertakings play a s i g n i f i c a n t 
ro l e in building-up the welfare econoggy, they are spread widely 
throughout the country, so these undertakings have not been taken 
i n t o account. Also, the undertakings of State Governments are 
excluded. For our purposes, we have taken the indus tr ia l and 
commercial undertakings of the Central Government, which cons i s t 
both of the Public Corporations and the Public Coaqpanies. The 
growth of these undertakings w i l l g ive an idea of the ro le of 
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publ ic sec tor enterpr i ses in r e l a t i o n to resource mobil izat ion 
for economic deTelopnent. This chapter t r i e s to answer the 
fol lowing questions} (a) What has been the numerical strength of 
the concerns during plan period? (b) Which type of enterpr ises 
have been developed and encouraged? ( c ) What i s the pattern of 
investment and asse t of these enterprises? (d) What are the 
p r o f i t and p r o f i t a b i l i t y r a t i o s of public enterprises? and l a s t l y , 
( e ) How they succeeded in achieving the goal of capi ta l formation? 
This Ch{^)ter makes an attempt to d iscuss these quest ions . The 
data used here , are taken from the Annual Reports of the Central 
Government undertakings, which s tarted publ ishing sinoe ld60~6i« 
Therefore, our study covers the period of one aecade ranging from 
1960 to 1970, The analys is in th i s Chapter has been mode on the 
factual grounds. I t i s in th i s Chapter that the r e l a t i o n between 
increas ing investment in public sector and the resource mobi l i -
zat ion has been d iscussed . Moreover, the resource mobil izat ion 
through other than monetary gains w i l l be discussed in Chiqpter IV, 
In other words, how far the massive investment i s mobil izing 
monetary and non-monetary gains for economic development. And 
i f not , iHiat are the reasons for unsat is factory performance of 
public enterpr ises w i l l be discussed in Chapter V^ , 
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Total Number of Undertakings 
The Government of India declared in its Industrial Policy 
Resolution of 1949 that the country adopted the process of economic 
development, and that the process of economic development of the 
country was to be achieved through Five Year Plans, After 
Independence, the acute problem of food and raw material, faced 
by the country was the first task to be performed by the State. 
Consequently, agricultural development was given top priority in 
the First Five Year Plan. Resources of the Government at that 
time were very limited, and only nominal weightage was given to 
industrial development of the country. So the industries estab-
lished in the public sector were few in number in the First Five 
Year Plan, and a we 11-organized industrial development was made 
afterwards as it is clear from Table I. 
TABLy - I 
Plan-wise strength of Central Goverament undertakings 
No, of un i t s 
At the commencement of the First Five Year Plan 5 
At the commencement of the Second Five Year Plan 2i 
At the commencement of Third Five Year Plan 48 
As at 31.3.1966 74 
As at 31.3.1967 77 
As at 31.3.1968 33 
As at 31.3.1969 85 
As at 31.3.1970 91 
Sources Annual Reports on the working of Industrial and Commercial 
undertakings of the Central Government, i969-t6« Bureau 
of Public Enterprises, New Delhi, p. 3. 
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The table shows that at the oommenoement of the F ir s t 
Five Year Plan, there were only f ive u n i t s . The number increased 
to 48 at the oomfflencement of Third Five Year Plan, nainly because 
ma,jor developaent in the i n d u s t r i a l f i e l d took place only in the 
Second Five Year Plan, vMen the State was assigned e f f e c t i v e and 
p o s i t i v e r o l e . I t was in th is ? l a n , that the Resolution of 
' S o c i a l i s t i c Pattern of Soc ie ty ' was passed and a l l the bas ic and 
heavy indus tr i e s were sought to be contro l l ed by the S t a t e . The 
development of indus tr i e s took place further and the number of 
publ ic un i t s increased to 91 in 1969-70. 
Mature of the Concerns 
A study of the nature of Public c<mcerns shows that most 
of the undertakings are organized as Public Companies, while a 
few are found in the form of Public Corporations, In 1969-70, 
6 out of 91 undertakings of the Central Government were s e t up 
as Statutory Corporations while re s t of the 83 uni t s were 
incorpor«)ted as Government Companies. These undertakings d i f f e r 
one another not only in the type of a c t i v i t y , but a l so with 
regard to the stage of construction and development attained 
during the yeeurs. Small number of uni t s deal purely with pro-
motional and developmental a c t i v i t i e s while bulk of them are 
manufacturing and commercial u n i t s . The broad c l a s s i f i c a t i o n of 
the Government undertakings i s given in Table I I . 
- 78 -
TABLE - I I 
C l a s s i f i c a t i o n of Central Government undert^ikings 
Year 
1960-61 
1961-62 
1962-63 
1963-64 
1964-65 
1965-66 
1966-67 
1967-68 
1968-69 
1969-70 
Undertakings 
under oons-
t rue t lon . 
9 
9 
10 
14 
13 
17 
18 
10 
11 
8 
Running 
concerns 
27 
29 
30 
34* 
37^ 
40 
44 
55 
61 
69» 
Promotional 
and Develop-
mental 
undertakings 
6 
6 
9 
9 
13 
14 
12 
15 
10 
11 
Financial 
i n s t i t u -
t ions 
-
-
-
4 
3 
3 
3 
3 
3 
3 
Total 
42 
44 
49 
61 
66 
74 
77 
83 
85 
91 
y .B. t The Annual Accounts were not due to the fol lowing concerns 
in the d i f f eren t y e a r s . 
1. Central Road Transport Corporation Ltd. , iJlineral & 
Metal Trading Corporation of India Ltd . , in 1963-64} 
2. Sambhar S a l t s Ltd. , Engineers India Ltd. , and Hindustan 
S tee l Works Construction Ltd . , in 1964-65; and 
3 . Indian Consortium for Power Project in 1969-70, 
Source! Annual Reports, op. c i t , 1960-61 to 1969-70, 
Prom the above table i t can be seen that the Government 
undertakings are divided in four categoriess (a) undertakings 
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under constniotioiii^ (b) Hunning undertakings, (o ) Promotional 
and Developmental undertakings and (d) Financial I n s t i t u t i o n s . 
The undertakings under construct ion include the projects 
which are in the process of i n s t a l l a t i o n of manufacturing f a c i -
l i t i e s to enable the production with which they hare been entrusted. 
They are in the process ot implementation which hecve not yet been 
completed. This category inc ludes a l so the projects in which soae 
u n i t s have been conunissioned and are in p a r t i a l production. 
Running concerns are those which have been engaged in the process 
of production. They include Hindustan 3 t e e l Ltd . , and the other 
i ndus tr ia l and manufacturing uni ts such as Heavy Engineering 
Corporation, Bharat Heavy S l e c t r i c a l s , Hindustc^n Machine Tools 
and Hindustan Aeronautics Ltd. , e t c . There are u n i t s such as 
Rehabi l i ta t ion Housing Corporation Ltd . , National llesearoh 
Development Corporation and the National Small Industr ies Cor-
poration Ltd. , e t c . , which have been c l a s s i f i e d aa Pro>iiotional 
and Developmental undertakings* They have been es tab l i shed with 
the object of sponsoring a c t i v i t i e s required for the formative 
s t a g e s . Under the l a s t category, the undertakings included are 
Financial Concerns such as Life Insurance Corporation, Filai 
Finance Corporation and the Export Credit Guarantee Corporation 
Ltd, The un i t s of a l l the categor ies with t h e i r year of i n c o r -
poration i s given in ^ p e n d i x I . 
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Running concerns hold a s i g n i f i c a n t place in the econoogr. 
They include the undertakings of various nature, which bring a 
development in d i f ferent f i e l d s of the eoonoiaty. According to 
the nature of the product, they can be divided in to d i f ferent 
heads such as Engineering and Ship-bui ld ing , Chemicals, Mining, 
Petroleum, Oil and the Commercial e t c . Engineering and Ship-
bui ld ing u n i t s , providing c a p i t a l goods to other indus tr i e s of the 
country, are highest in number. In 1969-70, the units of Engineer-
ing industry were found 23, i . e . , 25 per cent of the t o t a l 91 
undertaiclnga. The un i t s of Chemical industry were recorded as 
11 , i . e . , 12 per cent . The Mining and the Petroleum Industr ies 
cons is ted of 7 and 3 u n i t s , i . e . , about 7 and 3 per cent r e s -
p e c t i v e l y . 
Investment 
A study of the investment of Public Undertakings shows 
that along with the numerical s trength , the investment in public 
undertakings i s increas ing in the success ive y e a r s . Since the 
number of un i t s were few in F irs t Five Year Plan, the investment 
in public sec tor at that time was i n s i g n i f i c a n t . I t was only 
a f t er the F irs t Plan that the heavy investments were made in 
publ ic s e c t o r . The Planwise break-up of outlay between public 
and private sec tors i s mentioned in Table I I I . 
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TABLE-111 
Break->up of Plan outlay between Public and Private Sectors 
( R S . in orores) 
F i r s t Fire Second Five Third Five Fourth Five 
Year Plan Year Plan Year Plan Year Flan 
1951-S6 1956-61 1961-66 1969-74 
ABit.in % Ant. in % Ant. in % Amt.ln % 
Rs. Rs. Rs. Rs. 
Public 
Sector 
Private 
Sector 
1560 46.4 3650 54.1 6300 60.0 13655 64.0 
1800 53.6 3100 45.9 4100 40.0 8980 36.0 
TOTAL 3360 100 6750 100 10400 100 22635 100 
Souroei Govemnent of India , Planning Conimlssion, Five Year P lans , 
New Delhi . 
The table shows that in F i r s t Five Year Plan, the i n v e s t -
ment in publ ic sector was l e s s than 50 per c e n t , and private 
sector clalned a najor share of the t o t a l . I t was only s ince the 
Second Five Year Plan, that there was a s i z a b l e increase in Plan 
outlay in the publ ic s e c t o r . Actual ly , i t was the Second Plan, 
in which publ ic sector was assigned a s i g n i f l o a n t ro le in the 
eoononiy, t h o u ^ the loqportanoe of public sector was f e l t much 
e a r l i e r . In the Fourth Five Year Plan, public sector claimed 
64 per cent of the t o t a l plan out lay , \diich i s indeed a s i g n i f i c a n t 
share. 
The investment of public sector given i n Table I I I , covers 
a l l the Central and State Government undertakings. I t i s equally 
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Important to take in to aooooot tile undertakings of Central 
GoTemment upon nhioh our study i s baaed. An analys is of the 
t o t a l Investaent of Central Governflient uni t s reveals that there 
has been a p o s i t i v e oo -re la t ion between the nunber of these 
undertakings and t h e i r investaent during the plan per iod . At 
the ooonenoement of F irs t Plan, the t o t a l investment in Central 
Governaent uni ts was of the order of Rs.29 crores* The number 
of undertakings reg i s t ered a sharp increase in 1969-70. In 
consequence, the i r investment in the period shoot up to Rs.430i 
crores . The investment pattern in these undertakings i s shown 
in Table IV. 
TABLE - IV 
Total Investment of the Central Government Units 
y. Total investment 
'®*^ (Hs. in crores) 
At the eomm«icement of tiie F i r s t Five Year Plan 29 
, , ,t Second Five Year Plan 31 
, , ,y Third Five Year Plan 953 
At the end of Third Five Year plan 2415 
As on 31.3.1967 2841 
As oa 31.3.1968 3333 
As <m 31.3.1969 3902 
As on 31.3 .1970 4301 
Sources Annual Report on the Indus tr ia l and comitteroial 
undertakings of the Central Governaent. i969'^70, 
(Bureau of Publ ic Enterprises , Mew D e l h i ) , p . 3 . 
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The tab le shows that the investment in the Central 
Government undertakings was of Rs.4301 orores in i969-70 , iHKioh 
i s nearly 148 times the investment made i n i960-<61. IlerCf the 
notable development took place in the Second and Third Five Year 
Plans , due to the establishment of some basic and heavy i n d u s t r i e s , 
such as S t e e l , Engineering and Cheffliced.6, as they require a 
massive investment. In 1969-70, 72 per cent of the to ta l 
Investment of Rs.4301 orores , was made only in 10 heavy under-
takings of publ ic s e c t o r . The l a r g e s t investment i s found in 
Hindustan Stee l Ltd. , which i s the b igges t company not only in 
the public sec tor but in the ooimtry as a whole sn^ accounted 
a t o t a l investment of Rs. i063 orores in 1969-70. The bas ic 
i n d u s t r i e s , which provide cap i ta l goods are important for the 
economic growth. As these products and s e r v i c e s are bui l t -up 
in the country, the scope of u t i l i z i n g the uneo^loyed resources 
expands r e l a t i v e l y . Fresh c a p i t a l formation takes place s i g n i -
f i c a n t l y , increas ing the a b i l i t y to undertake further COB^lenientary 
investments and thus creat ing new opportunit ies for ea|>loyment« 
Basic indus tr ie s enable other undertakings to get the benef i t of 
e x t e r n a l i t i e s , which lowers the cost of each addit ional u n i t . 
And i t i s through th i s that the v i c i o u s c i r c l e of low output, 
low saving and low investment i s broken and the economy s t a r t s 
moving in an upward course . 
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Of tbe t o t a l investment In a l l undertakings of the Gorern-
neat , Running concerns claim the highest share as i s shown in 
Appendix II • The j^tpendlx shows that 36 per cent of the t o t a l 
investment was made in these undertakings in 1960-6i , while in 
i969-70 , i t reg i s tered a s l i g h t increase of only two per cent . 
The percentage share of the t o t a l cap i ta l engaged in the Promo-
t iona l end Developmental undertakings and the Financial I n s t i t u t i o n s , 
was i n s i g n i f i c a n t . I t was only i . 6 0 per cent of the to ta l capi ta l 
in both the categor ies in 1969-70. 
Sector-wise Investment 
Besides these accounts, i t i s important to refer the 
investment growth in the d i f ferent heads of publ ic sector and in 
d i f f eren t State Governments, A d e t a i l e d study of sector-wise 
investment i s given in Table V^ , and uni t -wise investment i s 
given in Appendix I . 
I t can be seen from the table that S tee l industry claims 
the h ighest percentage of the t o t a l c a p i t a l because Hindustan 
Stee l Ltd. i s the b igges t complex out of a l l the undertakings. 
Engineering and Ship-building industry accounts next and i t holds 
the h ighest number of u n i t s . The change in percentage of to ta l 
investment i s s i g n i f i c a n t only in S t e e l and Bngineering industr ies 
where the percentage of t o t a l investment decl ined from 45 in 
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1963-64 to 33 in 1969-70, while In the Engineering and Ship-
building Industry the percentage of Investment has Increased 
to 23,7 In 1969-70 from 15.5 in 1963-64. The posi t ion of i n v e s t -
aent in other indus t r i e s remained .aore or less the same throughout 
the year . 
State-wise Investment 
The Investment of public undertakings has increased in 
every State during the plan per iod. The S t a t e s , which are 
eminently sui ted for i n d u s t r i a l i z a t i o n , got the preference ot 
Government Investment, Apart from t h i s , the Government has also 
made the investment in less-developed Sta tes to bring par i ty with 
the other S t a t e s . A deta i led S t a t e - ^ s e d i s t r i b u t i o n of investment 
i s given in Table VI, 
The growth of investment in every State becomes obvious 
from the t a b l e . The change of investment in States l ike Mdhra, 
Bihar, Gujrat and U.p, i s s i g n i f i c a n t . The am(Hint of Hs.97 crores 
has been al located for Gujrat in 1969-70, as <^alnst lis,0.03 crores 
in 1962-63, Gujrat now claims 2,6 per cent of the t o t a l i n v e s t -
ment as compared to only 0.02 per cent in 1962-63. In 1969-70, 
the Investment in U,p, was 3,9 per cent as compared to only 0,16 
per cent in 1962-63. 
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Value of Assets 
Alongvith the t o t a l investment, the value of a s se t s I s 
a lso growing up which i n d i c a t e s the in terna l expansion of the 
undertaking. Out of the investment of Hs.4301 orores , the net 
a s s e t s (gross block l e s s depreciat ion) claimed Rs.2204.59 crores 
in 1969-70. The value of a s se t s of a l l the undertakings from 
1960-61 to 1969-70 I s given in Table VII. 
TABLK - VII 
Net Assets (Gross Block l e s s Depreciation) of a l l the undertakings 
of the Central Government. 
Year Total value ( R S . i n crores) 
1960-61 680.07 
1901-62 791.70 
1962-63 359.25 
1963-64 981.97 
i9<54-65 1109.88 
1965-66 1249.46 
1966-67 1464.82 
1967-68 1805.39 
1968-69 2026.67 
1989-70 2204.59 
Sources Annual Reports on the working of Industr ia l and 
Commercial undertakings of the Central Governa^nt, 
New Delhi , s ince 1960-61 to 1969-70. 
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This table exh ib i t s that the value of net a s s e t s of a l l 
the undertakings has Increased by 324 per oent during the l a s t 
decade* The increase of value i s taore s i g n i f i c a n t in the second 
hal f of the s i x t i e s than in the early per iod. 
Prof i t and l o s s of Running Ondertakings 
We discussed above the growth of Central Governiiient 
undertakings tilth spec ia l reference to the ir nutoerical strength 
and the Investioent made there in , Here we are concerned exc lus ive ly 
to the working of undertakings of the Central Government, i . e . , 
the i r pro f i t and loss accounts are discussed here . The l o s s and 
p r o f i t of the undertakings eire mainly decided by the s a l e s turnover 
with respect to the production c o s t . Higher the s a l e s r e c e i p t s 
than c o s t , higher w i l l be the p r o f i t and v i c e - v e r s a . Among the 
Central Government undertakings, there are many units which are 
earning surplus , but only in terms of gross p r o f i t . After 
providing tho tax and i n t e r e s t , only a few uni t s are l e f t which 
eu*e r e a l l y contributing the net p r o f i t s . The summarized working 
r e s u l t s of the running undertakings i s ^own in fable VIII , while 
the un i t -wi se net r e s u l t i s given in Appendix I I I . 
The table has accounted the working r e s u l t s of a l l the 
running concerns during s i x t i e s . The gross pro f i t has Increased 
1. The rece ip t s of en terpr i s e , excluding deprec iat ion , but 
including In tere s t aad tax , i s c a l l e d the gross p r o f i t . Again, 
the income af ter providing tax and i n t e r e s t , i s c a l l e d net 
p r o f i t . 
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more than 11 t imes , l . e . » i t was Rs.133.32 crores In 1969-70 as 
against Rs. 13.02 orores in 1960--61. I t i s p o s i t i v e throughout 
the years except in 1961-^2, trtien the l o s s was of Hs.5.06 orores . 
The net p r o f i t i s drawn af ter the i n t e r e s t and tax prov i -
s ion of the undertaking. Herof the r e s u l t i s not steady during 
the per iods . In 1960-61| the undertakings made the net prof i t 
of Rs.7 crores while they incurred a l o s s of Rs.11.04 orores and 
Rs.9.07 crores in 1961--62 and in 1962-^3 r e s p e c t i v e l y . Prom 
1963-64 to 1965-66, they meAe some p r o f i t s but again from 1960-67 
onwards they s tarted Incurring l o s s e s . The l o s s was heavies t in 
1967-i68 (of Rs,34.73 orores ) . In 1969-70 the amount of l o s s 
reduced to Rs .3 .70 crores . In the year 1970-71 the los s was 
Rs .3 .40 orores ( for 87 undertiUcings) which i s nearly the same as 
that in the previous year . 
The rate of i n t e r e s t charged from the indus tr ia l and 
commercial undertakings for loans granted by the Central Governitent 
are , by and large , comparable with the In teres t rates paid by the 
f i r s t c l a s s pr ivate Coa^anies, i . e . , 6 per cent up to one year and 
7 per cent on exceeding from 9 years to 15 y e a r s . 
As far as the taxes paid by these undertakings are concerned, 
the running undertakings other than HSL, paid about one per cent 
of the ir investment in 1969-70. Moreover, the amount of tax of 
these concerns has increased by about 7 times s ince 1960-61. 
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Thus, i t i s due to the amounts of i n t e r e s t and tax that 
the net p r o f i t of these undertakings has been reduced. And in 
ooniparison to the pr ivate e n t e r p r i s e s , these undertakings are at 
disadvantageous p o s i t i o n . In public s e c t o r , most of the finances 
are met through the loan c a p i t a l as the private par t i c ipa t ion 
i s rare . 
In the previous t a b l e , a summarized r e s u l t s of a l l the 
undertakings together i s mentioned. I f the account i s analysed 
separate ly , some undertakings earned the p r o f i t s iirfiile the others 
incurred l o s s e s . I t would be i n t e r e s t i n g to study the number uf 
pro f i tab le and lo s s - incurr ing concerns in the d i f f erent years as 
i t i s given i n Table IX. The table explains that the number of 
l o s s - incurr ing concerns has increased more than that of pro f i tab le 
concerns. In i 960 -61 , 23 undertakings contributed a n e t - p r o f i t of 
Rs.7 .83 crores as against a l o s s of Rs.0 .83 orores incurred by 
4 u n i t s . But in 1969-70, the l o s s incurring operations have 
increased to 29 and they incurred a l o s s of Us.74,90 crores as 
against the p r o f i t of Rs.71.20 crores by 39 u n i t s , thereby r e s u l t i n g 
a net l o s s of Rs,3 .70 crores . Though the number of l o s s - incurr ing 
u n i t s i s l e s s e r than that of the pro f i tab le concerns, the ir heavy 
amount of l o s s i s adjusted against the p r o f i t s . 
So far as the Promotional and Developmental undertakings 
are concerned, they do not attach any weightage on surplus , 
obviously because t h e i r funct ions are supposed t o be more important 
0 1 li 0 
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than the prof i t s . Also, the inyestaent engaged in these imder« 
takings i s meagre* so the profit earned by these undertakings i s 
•ery marginal and i t does not affect the working of these under-
takings. Uowerer, there are instances ifhere some Promotional and 
Developmental tmdertakings have also earned some prof i t s . As for 
ezaeiple in 1969-70, profit of Rs.0.37 ororea wcus earned by these 
undertakings. 
Moreover, i f the profits are accounted industry-wise then 
apart from the s t e e l , the industries of Engineering, Chemicals 
and the Mining are undergoing losses almost in every year, as i t 
i s shown in Table X* 
I t i s evident from the table that the units of engineering 
industry earned profit t i l l the year 1964-65, but later on, they 
started incurring los ses . I t i s also true for Chemicals and 
Mining industries , where the units are undergoing losses in the 
later period of the decade. The units of Trading and Aviation 
Industries are earning profits s teadi ly . Also, the units in 
Petroleum Industries are, on the whole» earning prof i t s . 
Petroleum and Oil industry i s contributing the largest amount 
of prof i ts as cotopared to other industries . I t s one unit , i . e . , 
Indian Oil Corporation alone contributed Rs.32.48 crores in 
1969-70, #aich i s the highest among al l running concerns. 
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Besides the gross and net p r o f i t s , the undertakings of 
the Central Government are creat ing resources through other vays 
a l s o . I t i s re levant that a l l the undertaicings have strengthened 
the i r in ternal resources . Expansion prograjoiffies of some of the 
undertakings hanre been taken e n t i r e l y from the ir omi resources , 
^ e deprec iat ion , irtiich i s excluded from gross p r o f i t , accounts 
for a considerable amount in these undertakings. I t i s a source 
which i s l e f t with the enterprise and forms the c a p i t a l . The 
depreciat ion amount of a l l the undertakings was of as .184 .73 
crores in 1969-70 while i t was of Rs.14.61 crores in 1960-61. 
The increase of depreciat ion amounts in 1969-70 was of about 
13 times more than that in 1960-61. Out of Hs . i84 .73 crores in 
1969-70, Rs.64.38 crores has been found only in Hindustan S tee l 
Ltd. I t i s the highest s ing le c a p i t a l - i n t e n s i v e complex, so the 
depreciat ion i s h i ^ e s t . 
Contribution of Public Enteirprise to National Exchequer 
Apart from internal resources , which the public sector 
undertakings hove created for t h e i r expansion, they haire a lso 
contributed the amount to the National Exchequer through tax 
and the i n t e r e s t on loans . Over the y e a r s , these contr ibut ions 
ho^e groim up s i z a b l y . Tax provis ions made by the undertakings 
have been doubled in the l a s t four years . I t i s granted that 
some important operations are exeaqited but many of them pay a 
- 9T -
large cunount of tax* During 1969<-70, the tax provis ion amounted 
to Rs.17.09 orores by 19 undertakings. The Table VIII makes 
c lear the amount of tax nhere the f igures are given s ince 1960-^ 1 
to 1969«70. Being highly oc^ i ta l i n t e n s i v e , the pro jec t s have 
to pay a considerable amount of i n t e r e s t on the loan borrowed 
from the government. The i n t e r e s t payment was of the order of 
118,124.39 orores in 1969-70 as against of Us. 1.16 croree in 
1960-61. Thus, the amount of i n t e r e s t in 1969-70 has increased 
considerably. 
P r o f i t a b i l i t y Ratios 
The above study of p r o f i t s and internal resources created 
through public enterpr i ses g ive the amount i n absolute terms. 
They do not reveal the real performotoe of any e n t e r p r i s e . For 
i n s t a n c e , National Coal Development Corporation earns the prof i t 
of R s . l . i a orores and Engineers India Ltd. earns the amount of 
Rs .0 .22 crores . Natural ly , these iri>solute f igures of p r o f i t show 
the super ior i ty of KCDC over the l a t e r u n i t . The Judgement would 
not be r e a l i s t i c unless we a l so know the input engaged with the 
undertakings for the above r e s u l t s . This input - output r e l a t i o n 
i s c a l l e d the p r o f i t a b i l i t y r a t i o . I t revea l s the product ivi ty 
of c a p i t a l i n the r ight perspect ive and eaiphasises the ro le of 
these undertakings for resource mobi l izat ion in real sense . 
l^ CDC, in s p i t e of making large amount of p r o f i t , lags behind the 
- 98 -
Engineers India Ltd. in teras of prof i tabi l i ty ratios as the 
f irs t i s contributing R s . i . l 3 orores on the net worth of Rs.87.68 
orores, irfiile the later contributes R8.0.22 orores on the net 
worth of Rs.0.48 orores only, 
Investnent engaged in the undertakings represents the 
loan and equity and does not express the real account of capital 
in these concerns* There are certain amoimts of reserves and 
depreciation, nhioh cure included and excluded annually from the 
investment• Hence* the net worth «nd the capital employed both 
hare been teUcen into account, (the table i s given in Appendix IV 
upon xi^ich the prof i tabi l i ty rat ios of gross and net profits 
hare been worked out) . Net-worth represents the paid<-up capital 
plus reserves l e s s intangible asse ts , while capital-employed 
represents net fixed assets (gross block l e s s depreciation) plus 
working capital . The Table XI gives the prof i tabi l i ty rat ios of 
a l l running concerns as worked out with the help of net-worths 
and capital-euqiloyed. 
The table shows that gross prof i tabi l i ty ratios of the 
running undertakings are higher in the beginning, i . e . , in the 
f i r s t half of s i x t i e s than in the second half and i t i s highest 
6.9 in 1962-63, yihUe i t i s lowest 3.07 in 1966-67. The gross 
prof i tabi l i ty rat ios in HSL are very meagre and surprisingly i t 
i s negative ( -0 .3) in 1961-62. The net prof i tabi l i ty rat ios in 
comparison to gross prof i tabi l i ty are not adequate. This eataibits 
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the same r e s u l t s , i . e . , higher in the f i r s t ha l f of s i x t i e s and 
dec l ines d r a s t i c a l l y , to - 0 . 3 in 1966-^7, in the l a t e r ha l f . 
An Appraisal 
While d i scuss ing the role of publ ic enterprise in resource 
mobi l i za t ion , we w i l l have to go back to Chapter I I , irtiere c o n t r i -
bution of these undertakings to the f lan outlay has been mentioned. 
In the Second Plan, publ ic enterprises contributed Rs . l50 crores , 
i . e . , about 6 per cent of domestic resources and 3 . 2 per cent of 
the t o t a l resources . The undertakings in the Third Plan contributed 
Rs.435 ororcs , i . e . , 8 per cent of domestic resources and 5 . i 
per cent of the t o t a l resources . In Fourth Plan, the amount of 
R s . l i 3 5 crores was drawn from these concerns, which i s 9 per cent 
of the domestic and 7 per cent of the t o t a l resources . For the 
Fi f th Plan, Govex*nment estimated a considerable amount of Rs.S983 
crores from a l l public undertakings. 
Regarding e x c l u s i v e l y the case of Central Government under-
takings in connection with the mobi l izat ion of resources , a 
descr ipt ion of f a c t s and flgiures has been elaborated above. l%e 
working r e s u l t s of running undertakings as shown in table VIII 
sumaeurizes t h e i r performance. Gross prof i t in these undertakings 
has increased from Rs. 13.02 crores in 1960-61 to Rs. 135.82 crores 
in 1969-70. However, the net p r o f i t , they are adding to the 
nat ional income i s very i n s i g n i f i c a n t . As far as the pro f i t of 
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pro f i tab le undertakings I s oonoemed, 39 concerns made a p r o f i t 
of R8.71.20 orores In 1969-70 Kfalle I t was Hs.7.83 orores by 23 
ooncems In 1960-61. Moreover, I f the p r o f i t of public sec tor 
Industr ies are concerned, the uni t s of Trading and Airlatlon 
Industr ies are drawing earnings s t e a d i l y . Also , the uni t s in 
petroleum Industry are , on the whole, making surplus . Petroleum 
and Oil industry I s contr ibut ing the l arges t amount of p r o f i t as 
con^ared to other I n d u s t r i e s . I t s one unit Indian Oil Corporation 
alone has contributed Rs.22.48 crores in 1969-70. 
Besides the gross and net p r o f i t s , the undertakings of 
Central Government have strengthened their in terna l resources and 
expansi(m of some of the undertakings have taken place e n t i r e l y 
from t h e i r own sources . The depreciat ion which i s l e f t with the 
en terpr i se , forms t h e i r own c a p i t a l . I t accounted for Rs.184.73 
crores in 1969-70 of a l l undertakings, which i s a considerable 
amount. The contribution of publ ic undertakings to the National 
Exchequer cannot be ignored. During 1969-70, the tax provis ion 
amounted to R8.17.S crores by 19 u n i t s while the i n t e r e s t payment 
of these undertakings was of the order of Hs.124.35 orores . 
In t h i s way, we find that the public enterpr i ses have made 
a good gesture in helping the Government for c a p i t a l formation. 
But there are no two opinions that the ir performance in the f i e l d 
of resource mobil izat ion i s not according to the investment put in 
them and according to the needs of the country. For the Indian 
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eoonony, i t i s admitted that larger rate of cap i ta l formation has 
to be attcdned i f the long-term goal of increase in nat ional income 
i s sought. Public enterpr i ses are supposed to contribute an 
adequate amount of resources to the nat ional income by the ir 
surpluses* But ac tua l ly they are not doing to the mark as they 
were expected* A huge investment i s made in them but the monetary 
return from them i s very meagre* Earnings are there but only i n 
terms of gross p r o f i t . In respect of net p r o f i t , only in few 
y e a r s , they were able to furnish a margin, otherwise in res t of 
the y e a r s , they incurred lo s se s* Against the amount of il8.4301 
crores investment engaged in a l l the undertakings in 1969-70, i t 
i s very i n t e r e s t i n g to note that return from them was a net l o s s 
of Rs.3*70 crores . As far as the prof i tab le and improfitable 
undertakings are concerned, the unprofitable concerns increased 
as we proceed towards S e v e n t i e s , i * e , , they hnve increased to 
29 In 1969-70 from only 4 in 1960-61, And the ir l o s s e s eunounted 
to R8*74.90 crores in 1969-70, niiich subsided the p r o f i t of 
Rs.71.20 crores by prof i tab le concerns* Moreover, i f the p r o f i t s 
are accounted Industry-wise then apart from S t e e l , the Engineering, 
Chemioals and the Minings indus tr i e s are undergoing l o s s e s almost 
every year . The u n i t s of Sngineerlng industry earned p r o f i t s 
t i l l the year 1964-65, but l a t e r on, they s tar ted incurring l o s s e s . 
I t i s a l so true for chemioals and Mining indus tr i e s where the un i t s 
are undergoing l o s s e s in l a t e r of the decade. These running 
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undertakings hav'e made a considerable amount of depreciat ion n^ioh 
he lps in the ir expansion programmes. The depreciat ion accounts 
for the investment, higher amount of investment engaged in them 
subscribes a considerable amount of deprec iat ion . Hindustan S t e e l 
Ltd. accounted for Rs.64.38 orores , a h ighest amount of depreciat ion 
in 1969-70. I t i s the highest s i n g l e cap i ta l i n t e n s i v e complex, 
uhlch except in one or two y e a r s , always drained i t s p r o f i t . 
As far as the t o t a l imdertakings of publ ic sector are 
concerned t h ^ are adding to the Plan outlay in every succeeding 
plan but that i s very i n s i g n i f i c a n t amount from a huge cooplex 
and highly cap i ta l i n t e n s i v e u n i t s . There i s wide gap between 
proposed and actual surpluses from these underteiklngs. Planning 
Commission for the Third Plan estimated as .550 orores from public 
e n t e r p r i s e s . But actual surplus from these undertakings was of the 
order of Rs.423 crores . There was a de ter iorat ion of Rs.115 crores 
in the surplus of these e n t e r p r i s e s . In Atmual P lans , the surplus 
was estimated at Rs.651 crores irtiile actual contribution from public 
enterpr i ses was of the order of Rs.409 crores . For the Fourth 
Plan, the proposed outligr from Public undertakings was to the 
extent of Rs.2029 crores whereas the ant ic ipated earnings from 
these uni t s upto now accounts only Rs . i l3S orores . For the Fifth 
Plan, a rery s i g n i f i c a n t amount of Rs.5988 crores i s estimated 
from these concerns. 
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In t h i s way I we find that performanoe of the undertakings 
governed by Central GovemBient has been very poor and the ir role 
in cap i ta l formation has not been a s i g n i f i c a n t one. 
The arguaent can be more authentic i f the i r performance i s 
conq>ared with t h e i r counterpart undertakings in the pr ivate s e c t o r . 
P r o f i t a b i l i t y I s an ind ica tor of the e f f i c i e n c y with which an 
enterpr ise i s being assessed . I t measures the returns with which 
the country ge t s on the c a p i t a l resources i t has entrusted to the 
management of the e n t e r p r i s e . Further, in the present context of 
severe shortage of resources , the p r o f i t s of a l l these enterprises 
assume a l l the greater importance for further expansion in the 
investment. An analys i s of p r o f i t a b i l i t y r a t i o s of the Central 
Government undertakings as given in Table XI shows lower returns 
in the public s e c t o r . In comparison to these undertakings, the 
performance of the pr ivate sector operations i s far ahead as 
regards the percentage of returns on investment. The gross and 
net p r o f i t a b i l i t y r a t i o s of pr ivate sec tor are given in Table XII. 
P r o f i t a b i l i t y r a t i o s given in the table h igh l ight a s i g n i -
f i cant return on cap i ta l investment in pr ivate enterprise iihich 
Indicate a high standard of performance there . P r o f i t a b i l i t y 
r a t i o s of net p r o f i t though lowest 8 .7 in 1967-68 in private sector 
has never been found in the public sec tor undertakings. In the 
yeeur 1965-66, on investiMnt of Rs.lOO orores , pr ivate sector units 
earned a margin of Rs .11 .2 e x t r a s , while public sec tor units could 
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draw only Rs.1.6 orores . Consequently, public sector l o s t a net 
amount of Rs.9 .6 orores In comparison to the pr ivate sec tor on the 
same amount of investment. Therefore, such a low p r o f i t a b i l i t y 
r a t i o shakes the fa i th in public sector uni t s as they are not 
achieving the objec t ive of creat ing surplus . 
TABLE - XII 
P r o f i t a b i l i t y Ratios of Private Ltd, Companies 
1960-41 1961-62 1962-63 1963-64 1964-65 1965-66 1966-67 1967-63 
Gross p r o f i t 
cap i ta l 
employed 10,5 11,3 11.5 12.5 12.0 11.4 10.6 9.3 
Net p r o f i t 
net worth 12.8 12.6 9.9 9 . 2 10.5 11.2 11.0 8 .7 
Sources Reserve Bank of India , Dec. 1966 ( p . 1453) and Deo. 1970 
( p . 2034). 
The low p r o f i t a b i l i t y of public sec tor undertakings i s 
defended on the several grounds as they have been engaged for 
other functions of economic development of the country and the 
c a p i t a l formation i s not the ir primary o b j e c t i v e . F i r s t l y , many 
indus tr i e s in publ ic sector are es tabl i shed for the public welfare 
and a minimum return can be t o l e r a t e d , i f the rea l ob jec t ive of 
u p l i f t i n g the s o c i a l va lue i s achieved. In the modern indus tr ia l 
world, there i s greater re l iance on s o c i a l welfare than on private 
p r o f i t s . The net work of public s ec tor a c t i v i t i e s i s wide-spread 
throughout the country. I t has created a wide-net of overheads 
- 106 -
to pronote the furtber investment and es tab l i shed a strong base 
for the further i n d u s t r i a l development. 
Public s ec tor has undertaken huge investment in a number 
of in fra - s t ruc ture schemes such as agriculture» extens ive i r r i g a -
t i o n , railways and other forms of transport communications, power, 
ediKiation and health, s e r v i c e s . I t has undertaken hundreds of 
i r r i g a t i o n works of a l l types a l l over the country in which over 
Rs.1950 crores hove been invested during the 20 years ending 
1968-69. I f th i s massive investment in these I r r i g a t i o n projec t s 
i s regarded waste fu l , the country would not have been reaping 
today (1969-70) a fabulus harvest of 100 mi l l i on tonnes of food-
grains as against a bare 50 mi l l ion tonnes at the time of Inde-
pendence. 
There are d i f f erent Promotional, Development and the 
Financial I n s t i t u t i o n s t^ich are used for the developmental a c t i -
v i t i e s . The Rehabi l i tat ion Housing Corporation provides p l o t s of 
land at moderate rates for the construct ion of houses for rehabi l i" 
t a t i o n . The National Small Industr ies Corporation was e s tab l i shed 
to aid and promote the i n t e r e s t of small indus tr i e s in India . 
State Trading Corporation, Mineral and Metal Trading Corporation 
and Handicrafts and Handloom Export Corporation e t c . are helping 
in the trade with foreign countr ie s . Secondly, the undertakings 
of public sector provide extra f a c i l i t i e s to the employees there in . 
The en^loyees get houses , education and medical s erv i ce s at 
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reasonable r a t e s . The public sector spends a considerable amount 
on township and on other s e r v i c e s for the labour. In 1969-70, 
an amount of Rs.17.5 crores was spent on township and H s . l i . 2 0 
orores on other s o c i a l overheads such as education, medical 
f a c i l i t i e s and s o c i a l and cu l tura l a c t i v i t i e s . 
Thirdly, apart from these overheads and s e r v i c e s , public 
sec tor has protected the consumers from s p i r a l l i n g pr ices of 
consumer goods by e s tab l i sh ing Pood Corporation of India , Medical 
Stores Department, Delhi Milk Scheme and Modern Bakeries e t c . 
Pood Corporation of India i s helping in procuring foodgrains for 
the off<»season to check the r i s i n g p r i c e s . Hindustan I n s e c t i c i d e s , 
Hindustan Ant ib io t i c s and Indian Drugs and Pharmaceuticals are 
producing medicines for the welfare of the country. 
Las t ly , the low p r o f i t margin in these undertakings i s 
due to the fact that i n d u s t r i e s s e l e c t e d in public sector are 
mostly c a p i t a l - i n t e n s i v e and they are new in comparison to those 
In the pr ivate s e c t o r . Very few undertakings out of them s tarted 
working before 1960, such as HSL, Indian Oil Corporation and 
P e r t i l i z e r Corporation of India . On the other hand, most of the 
undertakings were s tarted properly only a f ter 1960, such as Heavy 
Bngineering Corporation in 1966-67, O.N.G.C. i n 1962-63 and Bharat 
Heavy Gleotr ioa l s Ltd . , in 1966-67. These heavy complexes, take 
many years before they are able to earn the surplus . Many of these 
undertakings have been e s tab l i shed with the long period object ive 
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and they are not working to the f u l l cig^aolty. On govemaent 
i n s t r u c t i o n s some undertakings have fixed the ir pr i ces even below 
the cost so as to provide goods on c h e ^ e r r a t e . Thus, a l l these 
factors together have made i t d i f f i c u l t for the publ ic enterprise 
to earn any substant ia l p r o f i t . 
But the €U*gufflents given above» which seek excuses for the 
publ ic sector of not making the surplus , are not re l evant . In 
our study of p r o f i t a b i l i t y r a t i o s , we have already excluded the 
Promotional, Developmental and Financial undertakings and have 
taken only in dus tr ia l and manufacturing concerns, i t does not 
matter i f the Promotional and Developmental concerns are not 
making p r o f i t , as they are irtiolly engaged in developmental a c t i -
v i t i e s . But the mtfiufacturing undertakings are of the scune nature 
in publ ic and pr ivate s e c t o r s . While pr ivate sector undertakings 
are making handsome p r o f i t s , and the ir counterparts in public 
s ec tor have lagged far behind with the same amount of investment. 
I t I s accepted that many of the undertakings are new. But even 
the matured undertakings are not making any notable surplus . For 
example Hindustan S t e e l Ltd . , vt/titch has s tar ted functioning s ince 
1993 and has taken a considerable time to reap the f r u i t s of 
maturity, i s incurring l o s s e s almost every year . 
Moreover, the Government undertakings, ins tead of making 
any s l g n l f i o a n t p r o f i t s , are incurring huge l o s s e s . There are 
cases of cer ta in concerns, irtiere the l o s s e s have been accumulating 
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considerably since their Inception* The losses Incurred In 
some of the undertakings are shown In Table XIII* 
TABLE - nil 
AocuiRUlated l o s s e s of Public Undertakings 
Aoououlated l o s s e s at 
Naffle of undertakings the end of 1969-70 
( R S . In orores) 
1. H.S.L. 188.98 
2* Heavy Engineering Corporation 56.93 
3* Heavy E l e o t r l o a l s Ltd. 51 .41 
4* Mining and Al l i ed Machinery Corporation Ltd. 25.66 
5 . Nejrvell Lignite Corporation 24.49 
6 . Indian Drugs and Pharmaceuticals 20.09 
7. Bharat Heavy E l e c t r l o a l s 16.36 
8 . National Mineral Developaent Corporation 10.71 
9 . Hindustan Photo Films 6.58 
10 . Madras Refiners Ltd. 4.96 
Sources Bank of India B u l l e t i n , Apri l , 1970. 
The above arguments bring a disappointment in the p e r -
formance of publ ic sec tor undertakings. Apart from some 
achievements, public enterpr i ses have not presented a s a t i s -
factory p ic ture in bringing about any development in resource 
mobi l izat ion from t h e i r p r o f i t s which shakes the f a i t h in 
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public sector. Our country needs a bulk of capital to bring 
about at par the econonlo developaent with other developing 
countries, but public enterprises have shattered all the 
expectations. However, In no way. It challenges the very 
existemce of public enterprise In India. All the above crltlslms 
are directed actually against the low and inefficient working 
of the public sector. Therefore, it is the working of public 
enterprise which is being challenged and not the basic idea of 
having public sector In India. What we need is to spell out the 
causes of their unsatisfactory performance and to find out ways 
and means to remove them. 
Conclusion 
In the foregoing Chapter, a comprehensive study of growth 
of the public enterprises has been made. Though the number of 
public enterprises was few in First Plan, their strength increased 
considerably afterwards. With the continued Increase in the 
number of public undertakings, the investment in them also 
continued to increase. At present, public sector accounts for 
a major share of the Plan outlay. The working results of running 
undertakings as shown in the profit and loss account indicate 
that they are adding gross and net profits to the national income. 
Besides gross and net profits, the undertakings of Central 
Government have strengthened their internal resources and expansion 
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of some of the andertalcings has taken place from the ir own e f for t s , 
Moreover, the contr ibut ion of pahl ic enterprises to the National 
Exchequer cannot be overlooked. In t h i s way, i t can be concluded 
that public enterpr i ses are making e f f o r t s in c o l l e c t i n g the 
revenue for Government investment. But a thorough analys i s 
revea ls t h e i r poor performrmce regarding the ir monetary returns . 
The earnings from these undertakings are too meagre against the 
massive investments made there in . Public enterpr i ses are not 
doing to the extent as they were expected and there I s a wide gap 
between the proposed and actual surplus . Their ro le in c a p i t a l 
formation has not been a s i g n i f i c a n t one, which c r e a t e s a doubt 
for the very ex i s tence of public s ec tor concept. Nevertheless 
we should not be too enthus ias t i c in the evaluat ion of public 
enterprise performance unless we assess the i r functlonu i n d e t a i l . 
Our study on publ ic enterprise and resource mobi l izat ion would be 
incoiq)lete i f we do not analyse the al l -round a c t i v i t i e s of publ ic 
e n t e r p r i s e s . I t i s in the Fourth C h ^ t e r that the ir functions 
w i l l be discussed in d e t a i l , i . e . , how far publ ic enterpr ises 
mobil ize the i d l e resources for productive investment by the ir 
d i v e r s i f i e d a c t i v i t i e s and increase the capacity of cap i ta l 
formation. 
C H A P T E R - IV 
C H A P T E R - IV 
IXfPACT OF PUBLIC ENTERPRISES UN RESOOHCE VIOBIUZATION THROUGH 
THEIR vmiiTlPLE ACTIVITIES 
Introduction 
In the preceding Chapter, we have studied the growth of 
Central Government undertakings during the Plan period. I t was 
pointed out that the number of u n i t s has increased from 5 in the 
F i r s t Plnn to 91 in 1969-70, and thereby they now ongstge a major 
portion of the Plan out lay . The behaviour of p r o f i t and l o s s of 
a l l these undertakings has also been d iscussed . After studying 
the p r o f i t a b i l i t y r a t i o s we came to the conclusion that public 
enterprises have oresented a glooaor picture in r e l a t i o n to resource 
mobi l izat ion through t h e i r monetary returns , while the ir counter-
parts in pr ivate sector are f u l f i l l i n g the objec t ive of creat ing 
surplus s a t i s f a c t o r i l y . But the task of measuring the performance 
of undertakings in public sector i s much more d i f f i c u l t than in 
the case of pr ivate s e c t o r . The t e s t of p r o f i t a b i l i t y provides 
a ready index for private en terpr i se . But in the public sec tor , 
other t e s t s , such as the fu l f i lment of non- f inanc ia l , soc ia l and 
nat ional ob jec t ives prescribed by the Government have to be met 
in addition to the c r i t e r i a of p r o f i t a b i l i t y . Public enterprises 
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have acquired a pos i t i on of unique Importance In our country. 
They function In v i t a l areas of the eoonoa^. The country has 
Invested mi l l ions of rupees In these undertakings. There are 
ver7 high expectat ions from them, l . e . « the success of these 
undertakings I s cruc ia l for the economic development of our 
coimtry. They have the object ive to bulld-Hip Infra-s tructure 
of modem Industry to achieve the a b i l i t y to generate r e -
I n v e s t i b l e resources and f u l f i l the s o c i a l and developmental 
o b j e c t i v e s . The public enterpr ises In our country cover a vast 
and varied r^inge of a c t i v i t i e s . They engage d i r e c t l y or Indirec t ly 
In advancing loans , regulat ing trade, organizing promotional and 
developmental a c t i v i t i e s , manufacturing heavy machinery and machine 
t o o l s , instruments, e l e c t r i c a l equipments, chemical drugs and 
f e r t i l i z e r s , operating a i r , s c and road transport , building and 
construct ion , generation and d i s t r i b u t i o n of e l e c t r i c i t y , mining 
of coal and mineral o r e s , and smelting and cast ing of s t e e l and 
other metals e t c . 
I t , then, becomes imperative to d iscuss the ir various 
functions in respect of mobil izat ion of i d l e resources of the 
country in order to increase the capacity of c e ^ i t a l formation. 
\s already discussed, public enterprises provide monetary as wel l 
as non-monetary ga ins . The non-monetcoy gains from public e n t e r -
p r i s e s through various developmental and welfare a c t i v i t i e s a lso 
help in economic development and thus ra i se the nat ional Income, 
which i s being discussed in th i s Chapter. 
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As already nentionedi publ ic enterprise plays an Important 
r o l e In the developmental process of many countries* Apart from 
any Ideo log ica l p r e d i s p o s i t i o n , many developing countries envisage 
i t on purely pragmatic grounds. However, the d irec t public i n t e r -
vention in the development of the manufacturing sector of the 
eoononqr i s indispensable . 
Prom the point of view of publ ic en terpr i s e , we can d i s -
t inguish three a l t ernat ive developmental perspect ives of the 
broadest kind. Some of the underdeveloped countries v i s u a l i s e 
an economic future in which the ro le of State i s only confined 
to the provis ion of what i s c a l l e d the i n f r a - s t r u c t u r e . 
On the contrary, the Communist countries l i k e Kussia and 
China have adopted the opposite perspec t ive . Private enterprise -
being regarded as fundamentally a n t i - s o c i a l , a progressive and 
usual ly rapid expansion of the public at the expense of the private 
sec tor has been deemed to be necessary. There i s th ird group of 
countries in which an attempt has been made to run the public aid 
pr ivate sectors s imultaneously. India presents a l i v e l y example 
of i t . Here certa in bas ic indus tr ie s are to be permanently in the 
hands of S t a t e , some undertakings are to be thrown open to private 
entrepreneur, and the remaining enterpr i se s are to be mixed through 
the j o i n t establishment of government and private i n v e s t o r s . 
Encroachments of the public on the private s ec tor , or v i c e - v e r s a 
are not to be l e f t to individual i n t e r e s t s but to be decided by 
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the planning o i t h o r i t i e s in the l i g h t of nat ional economic i n t e r e s t s . 
Whatever nay be the ul t imate perspect ivef the role of public 
enterprise i s p o s i t i v e for the economic development. I t mobil izes 
the i d l e resources for productive investment by i t s d i v e r s i f i e d 
a c t i v i t i e s and thus increases the capacity of c a p i t a l formation. 
Public enterprise provides in fra-s tructure to al l -round investment in 
the eoonoo^. I t makes the indus tr ia l base for long-run development 
by e s tab l i sh ing the basic and s t r a t e g i c i n d u s t r i e s . The other 
benef i t s of publ ic en terpr i se , though, not ca lcu la ted ^ p a r e n t l y , 
i s to acce lerate the economic development. For example, foreign 
exchange earnings enabling us to import the modern equipments for 
e n t e r p r i s e s . Further, various u n d e r t ^ i n g s save the foreign 
exchange reserves by producing indigenous goods which would other-
wise have been imported. I t i s a job-generating source for the 
unemnloyed mass. This Chapter, therefore , attempts to analyse the 
s i g n i f i c a n t role of public en terpr i se , keeping in view the a fore -
sa id functions for the Indian economy. The study Includes an 
examination of the extent to which they have succeeded in st imulating 
the economic development and in mobil izat ion of resources for the 
development of the country. 
Public Enterprise and Industr ia l Development 
Planning in developing countries i s considered as balanced 
approach for the economic development, as i t leads to a rat ional 
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a l l o c a t i o n of resources* Public enterprise i s recognized to be 
one of the powerful too l s to make the planning succes s fu l . After 
F irs t Five Year Plan, indus tr ia l developMent has been given the 
top p r i o r i t y and public s e c t o r , in f a c t , has t r i e d to impleaent 
the o b j e c t i v e s . 
When i n t e l l e c t u a l l y e l i t e say the ir countries are under-
developed, they mean i n the f i r s t in s tance , that they have too 
l i t t l e Industry. Industr ia l development "is an e f f o r t in which 
the underdeveloped countries place a major hope of f inding a 
so lut ion to the ir problems of poverty, insecur i ty and over-
population and ending the i r rea l i zed backwardness in the modern 
world" . Industr ia l growth of bas i c industr ies i s cruc ia l to 
developmental s trategy also because i t rad ia tes s t imul i throughout 
the eoonomjr and l i f t s i t out of s tagnat ion. I t provides the base 
for further indus tr ia l development. f4odern i n d u s t r i e s are expected 
to ra i se the product iv i ty of labour and Increase the nat ional output 
and income. Consequently, the r i s i n g Incomes are then expected to 
swel l the volume of savings to finance further investment. In t h i s 
r e spec t , indus tr ia l expansion once s tarted touches of f a progressive 
s p i r a l , and i t leads the economy from take-off to s e l f - s u s t a i n i n g 
growth. The indus tr ia l development was s t re s sed in India s ince 
the Second Five Year Plan. Rapid i n d u s t r i a l i z a t i o n with part icular 
emphasis on the development of bas ic and heavy indus tr i e s was 
s ta ted in the objec t ives of Second Plan. I t was based on the 
1. Murray D. Bryce, Industr ia l Development, (McGraw-Hill Book 
Co. , New York, 1960), p . 3 . 
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assumption that In the long run, the rate of development of the 
econoniy would be the function of the increasing rate of investment. 
The higher the rate of Investment, the lower the income generated 
in the short-period but greater would be the speed at which the 
income w i l l Increase after a c r i t i c a l period. The idea was a l so 
s ta ted in the iNtahalanobis Model on which the Second Five Year Plan 
has been based. 
The numerical explanation of the Model has been expressed 
as fo l lows: "For any value of/^ c (with g iven/^^ ) the growth of 
the econoDQr i s slower for larger values of ^ j^ up to a c r i t i c a l 
period. Once the c r i t i c a l period i s passed the higher the value 
of ^ k **** '^ k ^^ '^  ° ' both) the quicker i s the growth of the income 
over a long period of 20 or 30 years* , 
The plsffi framework has s t res sed the need of e s tab l i sh ing 
and expanding the b ^ i c indus tr i e s to manufacture heavy machineries 
with a l l poss ib le speed. This enabled India to i n s t a l l new plants 
for the production of s t e e l , engineering equipments, f e r t i l i z e r , 
cement and other investment and consumer goods with the help of 
machinery manufactured in India out of domestic resources . 
1. M.B.t \ j^ and )^ are f rac t ions of to ta l investment. 
\ w represents the investment in cap i ta l goods. 
\ represents the investment in consumers goods 
/o . i s the r a t i o of increment of income to investment 
^^ in indus tr i e s producing c s ^ i t a l goods. 
A Q I s the r a t i o of increment of income to investment 
in indus tr i e s producing consumer goods. 
Miahalanobis, P.O. The Approach of Operational Research to Planning 
in India (Indian S t a t i s t i c a l I n s t i t u t e ) , p . 52 . 
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The development of heavy and bas ic Industr ies does not 
Imply that agr icul tura l development has been neg lec ted . The 
agr icu l tura l production was eo^haslsed In order to g e t - r l d of 
the foreign dependence. Mahalanobis, ivhlle emphasizing on 
I n d u s t r i a l i z a t i o n , considers that the def ic iency of the food 
supply which has led to the d i f f i c u l t i e s of foreign exchange 
could also be solved by o^ans of I n d u s t r i a l i z a t i o n , fle g ives 
a numerical example of various methods of so lv ing the d i f f i c u l t y 
of food problem from direct Import to d irec t production which 
would Increase food production. 
The l imi ta t ion of t h i s long-term i n d u s t r i a l process i s , 
of course, the s carc i ty of resources . But a c t u a l l y , the object ive 
was not merely for immediate needs. I t was a continuing and 
expanding need for the coming years as development goes forward. 
India has the p r i v i l e g e of having plenty of iron ore , coal and 
other natural resources for the Industr ia l development. The 
other point that an a l l oca t ion of Industr ia l a c t i v i t y favouring 
cap i ta l goods (rather than consumer goods) at l e a s t produces a 
volume of output that the eoonomy cannot consume. The physical 
composition of output i t s e l f imposes a form of forced saving by 
preventing the output from being directed to current consumption. 
In a developing country l ike India where unemployment i s 
the burning problem, i t looks unnatural to have the o c ^ i t a l -
Intens lve i n d u s t r i e s . Nevertheless , these indus tr i e s can provide 
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the job opportunit ies by the i r spread-e f fec t s in the long-run. 
The demands and the suppl ies of these indus tr i e s w i l l s t imulate 
further investment employing more people in the economic a c t i v i t i e s , 
as the rate of investment leads not only to the creat ion of income 
but also the creation of capac i ty . 
Thus, obviously i t was more economical from the nation<\l 
point of view to produce in India as tmich heavy machineries as 
p o s s i b l e . This ensures a supply of c a p i t a l goods iriiicb would make 
India increas ingly Independent of inputs and strengthens i t s 
pos i t i on in the world market. Here the role of public enterprise 
i s s i g n i f i c a n t . I t was e s s e n t i a l , therefore , that Government should 
have complete control over the heavy machinery industry so as to be 
able to f i x pr i ces to s u i t nat ional needs. Apart from t h i s , the 
private inves tors were unable to come forward with the huge i n v e s t -
ments required for these heavy i n d u s t r i e s . The reasons for the 
shyness of the pr ivate investment to g igant ic plants i s due to the 
fact that they prefer returns on investment in the shortes t poss ib le 
time. They take l e a s t i n t e r e s t in the c o i t a l - i n t e n s i v e Industr ies 
because of long-ges ta t ion period. So the indus tr i e s s e l e c t e d for 
State Sector are s t r a t e g i c for the economic development and take a 
very long period to come to the s tage of production due to the 
technologica l reasons . For example, the Iron and S t e e l Industr ies 
take 7 to 8 years for an integrated s t e e l to come to the stage of 
production from the time the dec i s ion i s taken up. In other heavy 
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Engineering, Chemical and F e r t i l i z e r i n d u s t r i e s , the period of 
ges ta t ion usual ly extends from 5 to 7 years . When the Indian 
Governnent was seeking U.S. ass i s tance for the Bokaro S tee l P lant , 
the i n f l u e n t i a l U.S. c i r c l e s suggested "that the project should 
be taken up in the pr ivate sec tor . Hence, J.H.D. Tata, the doyen 
of Indian Private business c l a r i f i e d that project of the s i z e of 
Bokaro Stee l Plant was beyond the f inanc ia l capab i l i t y of the 
pr ivate s e c t o r . No wonder, that in such a s i t u a t i o n , the public 
sector has to move to safeguard the growth prospects of the 
ent ire economy by talking s teps for creat ing the necessary s t e e l 
smelting capacity" • 
The publ ic sector enterprises have covered many c r i t i c a l 
gaps in the indus tr ia l pattern of the country. The Hindustan 
S tee l Ltd . , Heavy Engineering Corporation, the Bharat deavy 
S l e c t r i c a l s Ltd. , Heavy E l e c t r i c a l s India Ltd. , and the F e r t i l i z e r 
Corporation of India are instances of highly capi ta l in tens ive 
projec t s of complex nature requiring very huge cap i ta l and 
urgently needed for rapid development to produce the bas ic 
commodities and equipments. 
In the Fourth Five Year Plan, 64 per cent of the whole 
investment of the econonqr was proposed for the public s ec tor . 
During the year 1969-70, 72 per cent of Hs.430l crores , invested 
1. Nigam Raj. K., Changing Horizon Public S e c t o r . , Published by 
The F e r t i l i z e r and Chemicals, Travancore Ltd . , 1970, p . 15, 
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In a l l 91 Industr ia l and Commercial undertakings of the Central 
Government, was Invested only In 10 giant c a p i t a l - I n t e n s i v e 
operat ions . These ten complexes cover the Steely Engineering 
Oil and the Chemicals Indus tr i e s . 
The public enterprise has produced a considerable amount 
of the demand of t o t a l s t e e l and f e r t i l i z e r manufactured In the 
country. I t Is mainly due to the e f f o r t s of the public sector 
that the country Is now nearly s e l f - s u f f i c i e n t In the production 
of heavy power p r o j e c t s . The Mazagaon Dock, the Hindustan 
Shipyard Ltd . , and the Garden Reach workshop form the nucleous 
for tho establishment and growth of the ship-bul ld lng Industry In 
the country. The chain of Heflnerles of Indian Oil Corporation, 
the Cochlne and Madras Ref ineries have to meet the growing needs 
of the petroleum products. The Engineers India Ltd, has made the 
country s e l f - s u f f i c i e n t In Petroleum ref inery technology. In the 
f e r t i l i z e r f i e l d , F e r t i l i z e r Corporation of India and F e r t i l i z e r 
and Chemicals Travancore Ltd. have contributed subs tant ia l ly in 
increas ing the a v a i l a b i l i t y of f e r t i l i z e r at a very cruc ia l times 
and helped in ushering the Green Revolution. 
The growth of public enterprise c a p i t a l - i n t e n s i v e complex 
uni t s ind ica tes that these have been used as growth centres around 
which further development takes p l a c e . The purpose of e s tab l i sh ing 
these industr ia l projects was to make a thrustful move towards 
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ranid and divers i f ied i ndus t r i a l development of the country. I t 
Tras also towcurds the objective of checking the concentration of 
economic power. Pr ide , pres t ige or pleasure was not the cons i -
deration in es tab l i sh ing big i ndus t r i a l ventures but i t was the 
urgent and imperative need to take the country to the goal of 
economic i ndus t r i a l se l f - suf f ic iency . Indus t r i a l base enables 
the unut i l ized resources to be u t i l i z e d in a dynswnic way. 
Production contr ibution of Public Snterprises 
In the early period, most of the indus t r i e s were owned by 
the pr iva te entrepreneurs and interference of the Government was 
nominal only in cer ta in a reas . Due to t h i s f ac t , the a t ten t ion 
on cap i t a l goods and on basic i n d u s t r i e s , which are important 
for economic development, was not paid and the investment was 
made for the production of less significcuit i tems. But l a t e r on, 
when the Government real ized the importance of basic i n d u s t r i e s , 
the public enterpr ise gained momentum and the investment in 
important indus t r i e s was made. Through i n d u s t r i a l i z a t i o n , public 
en terpr i se enabled the economy independent in many f i e l d s . 
Production of capi ta l goods brings an al l-round development which 
consequently increases the per -capi ta income by ra i s ing the 
nat ional income. During s i x t i e s , the i ndus t r i a l pi-oduction as a 
whole has gone up by about 77 per cent . I t was the spectacular 
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increase In the output in certa in basic indus tr i e s large ly located 
In public s ec tor that ch ie f ly contributed to the aohievement of 
93 per cent in Iron and S t e e l , 202 per cent in petroleum products, 
140 per cent in chemicals with 350 per cent in f e r t i l i z e r alone, 
740 per cent in e l e c t r i c a l machinery and 363 per cent in aluminium. 
Consequently, the production has increased in s t r a t e t i c areas . 
At present , the Government concerns are contributing a major share 
of the to ta l production of the country and e s p e c i a l l y of important 
cap i ta l goods. The pos i t i on of public undertakings in the produc-
t ion of important items i s mentioned in Table I . 
The foregoing table reveals that in the production of 
important i tems , public enterpr i ses play an important r o l e . The 
Central Government enterprises contributed 60 .4 per cent of pig 
iron in 1963-69 and 61 .7 per cent in 1969-70 of the to ta l produc-
t i o n . The share of these enterpr i ses i s considerable in ni trogen, 
f e r t i l i z e r s , as i t was 73.8 per cent and 37 ,7 per cent of the t o t a l 
production in 1963-69 and in 1969-70 r e s p e c t i v e l y . Likewise, in 
the other items too ,publ ic enterprises contributed a s i g n i f i c a n t 
share in r e l a t i o n to the t o t a l production of the country. Thus, 
as a whole, the production growth of a l l the undertaking has been 
remarkable through public s ec tor . 
S tee l i s the most important industry for further industr ia l 
development of the country. In India , the s t e e l p lants have been 
es tab l i shed in pr ivate sector too , but t h e i r production was not 
0) 
•M 
O 
s 
ts 
o 
u 
a. 
« 
o 
09 
O 
o 
o 
ss 
o 
o. 
ei 
•M 
o 
tn 
& 
• » 
e 
t2 
• » 
e 
e 
e 
4 * 
C! 
o 
o 
71 
o 
I 
CO 
o 
i» » * 
a> o o 
o o o 
u 
O H O 
Ot O 4^ 
I 
• » • » © { » 
« O fi SH 
o o ci3 a 
(0 
4 * 
o 
o • • 
« O O 
t • » o o 
ft. O O +» 
00 
« 
00 
<0 
a > fl -Mimn 9 b » a u 
o 
0> 
« 
tM 
to 
«0 
« w 
10 it) 
00 «o T^ t» <M 
• • • 
•H t * <M 
M JO »0 
N lO 
00 
cd 
»o t o o o »o 
OO " * •<* 00 CO 
« lO «P *^ 
0> 
• 
on 
t -
GO 
• 
«2 M 
w 10 « 
• 
o o 
0» 00 
a w 
CM 
<0 
<0 
CO 
M5 
00 
d 
o 
fi 
O 
• • • 
00 O *-
*^ O lO 
U5 
iO 
00 
o 
IO 
eo 
LO 
* 
o 
lO 
CM t -
to (O 
00 00 00 
oj eo o 
IO 
eo 
N M 
CM 
t - O 
• • 
eo N 
t o <o 
CJ n 
o o o 
• • • 
00 *^ «0 
IO O 
T1 ^ 
o 
«0 
o 
B e 
o c 
O 
o • 
4i 
O O 0> 
oj eo W5 
IO ^ 
a; 
o 
to 
4a 
O 
c c 
O M 
eS t£ O M O ) 
C -rt V, ^ +» 
O J M ft. W5 
CM eo 
0} 
0) 
4 * 
to 
£ 
00 
• H 
e 
• H 
b. 
IO 
o 
d 
f-» 
o 
e 
E H 
e 
B 
• H 
O 
(0 
B 
« 
B #^  
r-i 
O 
o 
o 
o 
n 
0) 
6u 
4> 
fl 
B 
O 
g-
B 
O 
V 
CO 
S 
O 
c 
e 
bO M 
B O 
^ ?r 
cc 
0) 
QD O O 
» 
• ^ 
•H fi 
•M O 
a *» 
o a 
u 
u o 
o a 
VI IM 
o 
•d o 
o 
• »-( 
(0 O •H 
> » ' H © 
B 
a ) 4 » -a 
*« i § 
o o 
« o o 
xi (S • 
4J a 
o * 
W34* O 
B C • 
n-l "H 5? 
3 O Vt 
•O 4d O 
es 
B 4J B 
O C 'O 
"H 4 » ^ © 
4» O +» 4* 
O B C 0 
9 S B 
•O 0) TJ "H 
O © O *» 
b o tn n 
a. o £3- K 
* • 
* 
cc 
cd 6 : 
- 124 
OS 
© 
a 
• H 
A 
Wi 
© 
a 
X3 
n 
a. 
VI 
o 
© 
u 
s 
CO 
9) 
© 
SB 
U 
© 
B 
K3 
00 
fi. 
a* 
B 
O 
B 
O 
+» 
Si 
e 
u 
c 
VI 
fi 
M 
v< 
o 
JO 
o 
o 
© 
o 
55 
b. 
V i 
e 
4* 
T. 
< 5? 
© 
o 
u 
fi 
o 
C/5 
- 125 -
s u f f i c i e n t for Increasing demaids of the country. The production 
of s t e e l goods i s large enough i n the publ ic sec tor as i s given 
in Table I I . 
Hindustan S tee l Ltd, , c o n s i s t s of three s t e e l p lants of 
publ ic s ec tor . They are Rourkela with the capacity of 1.3 mi l l ion 
tonnes, Bhi la i with the capacity of 2,3 mi l l ion tonnes euid 
Durgapur with the capcuslty of 1.6 mi l l ion tonnes. USL i s the 
na t ion ' s larges t s i n g l e indus tr ia l enterprise with the cap i ta l 
of nearly Rs.llOO orores . I t i s among the 25 larges t s t e e l 
concerns in the world, with a rated ocqpacity of 6 mi l l ion tonnes 
of crude s t e e l per year . The t o t a l production of s t e e l ingots 
in 1950-Si (which was e n t i r e l y in the pr ivate s ec tor ) was only 
1,5 mi l l ion tonnes. In order to meet the r i s i n g demands of the 
country, further s t e e l p lants are going to be e s t a b l i s h e d . Bokaro 
S tee l Ltd . , ^ i o h was not completed f u l l y t i l l 1969-70, was 
Incorporated in July 1964 with the object of owning and operating 
an integrated Iron and S t e e l works with an i n i t i a l capacity of 
1,7 mi l l ion tonnes ra i s ing to 4 mi l l ion tonnes l a t e r in 1969-70. 
This unit i s intended to produce f l a t product of s t e e l l ike hot 
and co ld ro l l ed s t r i p e s and sheets e t c . During the Fourth and 
Fi f th Five Year Plans , 2.5 mi l l ion tonnes capacity Bhi la i plemt 
i s to be further expanded by 4 mi l l ion tonnes of ingot s t e e l per 
annum at an estimated cos t of Rs.200 orores . 
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The production of other undertakings, important for the 
economic development of the country, Is also increas ing. For 
example, the production of crude o i l by Oil and Natural Gas 
Commission recorded a s ign i f i can t r i s e during the Third Plan 
period r i s i ng from le s s than half a mill ion tonnes in 1960-61 
to 1,5 mill ion tonnes in 1965-66 and 3.64 mill ion tonnes in 
1969-70, The Indian Oil Corporation was set up on F i r s t Sep t . , 
1964, by amalgamating the Indian Refineries Ltd . , with the Indian 
Oil Corporation to secure effect ive co-ordination and manufacturing 
a c t i v i t i e s of the two Companies. The Coachln Refineries Ltd. and 
the J4adras Refineries Ltd. are two Conq[>anles se t up for the 
Petroleum re f inery . 
Heavy Engineering Corporation I s a big plant with the 
Investment of lis.247 crores in 1969-70. The production of th i s 
operation i s used for the other i ndus t r i a l development. The 
Heavy Machine Building Project of th i s plant i s designed to 
produce mainly metal lurgical equipments required for Iron Si Steel 
Industry and also to meet the requirements of other heavy Indus-
t r i e s for equipments l ike Dr i l l ing Klgs, Cranes Excavators e t c . 
As far as the f e r t i l i z e r production i s concerned, i t has 
made a great achievement. On F i r s t January 1971, the F e r t i l i z e r 
Corporation of India has completed a decade of service as the 
l a rges t producer of chemical f e r t i l i z e r s in the country. I t s 
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f ive operating un i t s at S lndrl , Nangal* Trombay, Gorakhpur and 
Namrap produced 3 Lakh tonnes of Nitrogen and 17,000 tonnes of 
phosphates during 1969-70 that aecounted for more than 50 per cent 
of the t o t a l Indigenous chemical f e r t i l i z e r s produced In India . 
The rapid growth of t h i s Corporation I s evident from the fact 
that In 1960-61, the FCI was producing only 68,368 tonnes of 
Nitrogen, Now FCI has plans to double i t s capacity within the 
next two years and Increase I t s capacity by f i v e - f o l d by mld-
sevent l e s a f ter the new and expanded projects s tart funct ioning. 
The Hindustan Machine Tools Ltd, produced the too ls of the 
value of Rs.1376 lakhs In 1969-70, The concern I s manufacturing 
d i f f erent types of machine t o o l s and wrist watches. The Company 
has f ive manufacturing uni ts located at d i f f erent parts of the 
country. The value of wrist watches was of the order of tts,366 
lakhs In 1969-70, 
In t h i s way, there are many other undertakings, which are 
Important for the economy as a whole, iieavy U l e c t r l c a l s Ltd, I s 
engaged In manufacturing of heavy e l e c t r i c a l equipments required 
for the generat ion, transmission and d i s t r ibut ion of power such 
as hydraul ic , steam turbines , generator and transformers e t c . For 
the mining and minerals development of the country, there are some 
undertakings such as National Minerals Development Corporation, 
Hindustan Zinc Ltd , , P y r i t e s , Phosphates and Chemicals Ltd, e t c . 
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India has aade a considerable progress in the f i e l d of mineral 
development during the l a s t decade. Iron ore production in the 
country during th i s period has gone up from 17 mi l l ion tonnes 
per annum. Aluminium product from indigenous resources has been 
stepped up to approximately 145000 tonnes in 1970 from 18000 
tonnes in I960, zinc production in the country i s about 23,000 
tonnes compared to 3000 tonnes a decade ago. 
Further e f f o r t s for important products in the public sector 
are being made. In the Fourth Plan, the major proportion of the 
outlety in public sector was to complete the pro jec t s already under 
implementation and pro jec t s on which Investment dec i s ions were 
taken. New projec t s eire envisaged in high p r i o r i t y f i e l d s l i k e 
f e r t i l i z e r s , p e s t i c i d e s , petrochemicals , non-ferrous metals and 
development of i ron -ore , p y r i t e s and rock-phosphate resources . 
New investment in the Engineering indiustries i s l imi ted to a few 
comparatively small projec t s for f i l l i n g up c r i t i c a l gaps. 
Export Earnings of Public Enterprise 
Considering the fact that the undertakings in public sector 
were s e t up primarily to meet the in terna l needs of our rapidly 
developing economy, i t redounds to t h e i r c r e d i t that In keeping 
with the need of t imes, they too have become export-or iented. 
Exporting the ir products, they are able to earn the foreign exchangei 
which i s used to ii^port the raw-materials , modern equipments and 
know-hows for our i n d u s t r i a l i z a t i o n . 
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Exports from the aanafaoturing and mining undertakings 
have amounted to the extent of Rs.84.64 crores during i969«70. 
The contribution of HSL i s considerably s i g n i f i c a n t in th i s regard 
which alone accounted for Rs.45.56 crores of the t o t a l amount. I t 
has marked an export value of Rs.141.47 crores from 1958-^9 to 
1969-70. Ma.jor port ion of the exports ( i . e . , of Rs.61.34 crores) 
has been made to Japan. The s t e e l products of HSL has a l so been 
exported to Suropean and American countries iriilch amounted to 
Rs.36.24 crores and Rs.2 .3 crores r e s p e c t i v e l y . 
yuaong other i n d u s t r i e s , Indian Oil Corporation exported 
404702 tonnes of petroleum products valued Rs.5.45 crores during 
1969-70. The Hindustan Machine Tools Ltd. in the export market 
has shown improved r e s u l t s . The value of machine too l s exported 
in 1969-70 was of Hs.1,10 crores . Export o f f i c e s were opened at 
Frankfurt ( i n Germany) and New York in Oct . , 1966 and at Melborne 
( i n Austral ia) in March 1968 for promoting s a l e s in other coun-
t r i e s . In addit ion, agents in several fore ign countries have 
a l so been appointed to promote s a l e s of the machine t o o l s in the ir 
re spec t ive t e r r i t o r i e s . 
The export e f f o r t s of Heavy C l e c t r i c a l s ( India) Ltd. , 
iHiioh s tar ted in 1968-69 has begun to y i e l d f r u i t f u l r e s u l t s . 
During 1969-70, the Conq)any received orders for Rs.5.45 lakhs and 
has exported 11 Kv Switohgear and s t a r t e r s to Iraq; motors and 
capacitors banks to U.A.R. and Singapore. The Indian Telephone 
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Industr ies exported the equipnent of Rs.89,71 lalctas In 1969-70. 
The Madras Ref ineries niiich started production during the year 
only In 1969-70 has a l so entered the export market and has 
success fu l ly achieved a target of Rs.l«74 orores . 
In addition to the actual exports by manufacturing concerns, 
foreign exchange Is earned from the serv ices rendered by some 
undertakings. The t o t a l value of foreign exchange earned from 
s e r v i c e s In 1969-70 was of the order of Rs.85.24 crores as against 
Rs.72.36 crores In l a s t year . Out of the above t o t a l amount, the 
indiv idual contributions of Air Corporation, Shipping Cootpany and 
Shipping Repairs were of Us,54.84 crores , Rs.28.94 crores and 
Rs ,1 .32 crores r e s p e c t i v e l y . 
In the wake of the e f f o r t s that are being made by the 
indus tr ia l enterpr i ses in the country to earn the quantum of 
foreign exchange through export of t rad i t iona l and new i tems , 
several publ ic undertakings have secured s i zab le orders from 
abroad for the ir products. Among the notable developments in th i s 
d i rec t ion i s that the HSL secured a major contract for the supply 
of pipes to Newsealand. Bes ides , HMT has a lso bagged the export 
orders from Middle East , African countr i e s , Malaysia and Indonesia 
and the Heavy Engineering Corporation has launched a vigorous 
drive of export in the Middle East for i t s products. 
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laport Subst i tut ion from Public Enterprise 
Besides export-oriented commodities, publ ic sector under-
takings have enabled the country to save the valuable foreign 
exchange by the ir indigenous production. They have produced 
goods for the in terna l demand i^ lch would have otherwise been 
imported. The e f f o r t s in t h i s d irec t ion were being made by llSL, 
F e r t i l i z e r Corporation of India , Kindustan Teleprinters Ltd . , 
Bharat Electronics and Heavy S l e c t r i c a l s e t c . In many areas of 
i n d u s t r i a l production the r e l a t i v e dependence on imports has been 
avoided. From the import of 91.6 per cent of the t o t a l supply 
in 1950-51, the figure went down to 44.6 per cent in 1964-63; a 
reduction of 45 per cent . In sugar machinery the f igure has gone 
down from 100 to 4 .1 per cent , in t e x t i l e machinery from 100 to 
36 .5 per cent in commercial v e h i c l e s from 33.7 to 0.3 per cent , 
in petroleum products from 91.5 per cent to 1.6 per cent and in 
aluminium from 74.8 to 29.7 per c e n t . Bulk of these reductions 
has been made by Public e n t e r p r i s e s . 
The Hindustan Teleprinters manufactured 3310 u n i t s of 
t e l e p r i n t e r machines during 1969-70. The Coiq>any has achieved 
almost s e l f - s u f f i c i e n c y in the production of manufactured components 
required for various kinds of t e l e p r i n t e r s and at present , the 
Company iBq)orts only 9 components of minor value for i t s standard 
page machine. The Company saved a foreign exchange of Rs .3 .32 lakhs 
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daring 1969-70 by i t s important item ( t e l e p r i n t e r motor alone) 
through i t s import-subst i tut ion e f f o r t s . 
Efforts in the f i e l d of import-subst i tut ion in the Indian 
Telephone Industr ies hare saved a foreign exchange of Hs.82*3 lakhs 
during 1969-70. I t s t o t a l recurring foreign exchange saving during 
the l a s t f i v e years amounted to Rs,309 lakhs. 
The establishment of IL4T const i tuted a major element in 
the country's s trategy for import-subst i tut ion with respect to 
i t s i tem. I t has been accounting nearly half of the country's 
production of machine t o o l s for over a decade. The tlvlT has launched 
an a l l - o u t import-sub s t i tut i on campaign to minimize the dependence 
on imports. 
Bes ides , there are other undertakings nrhich hove produced 
several important items indigenously , such as high pressure and 
temperature v a l v e s , heat exchangers, pipe f i t t i n g s , f i l t e r paper, 
recorder charts and pens e t c . , re su l t ing in a foreign exchange 
saving of over Rs.20 lakhs in 1969-70, The F e r t i l i z e r Corporation, 
Hindustan Aeronautics, Hindustan Shipyard and Indian Oil Corpora-
t ion are e s p e c i a l l y noted for the ir d i v e r s i f i e d production* 
Job-Opportunities in Public Enterprise 
The question of increas ing employment opportunit ies cannot 
be viewed separately from the programmes of economic development. 
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The unemploynent i s a major problem of developing countr ies . 
That i s itby in India , ' a large expansion of employaent opportu-
n i t i e s* was made according to the objective of the Second Five 
Year Plan. Here, the public en terpr i se plays a pivota l ro le 6is 
the undertakings of the Central Government have employed 6,12,344 
persons in 1969-70. This Increase i s more than thr ice since 
1960-61, when the enployment s t rength was only 1,34,626. ^ a r t 
from t h i s , a great labour force i s engaged also in public u t i l i t i e s 
and se rv ices . Thus, the Sta te has now emerged aa the biggest 
employer in the country. 
Though the demand for labour i s minimum In most of the 
cap i t a l - in tens ive undertakings, yet the public en te rpr i se employs 
a considerable s t reng th . Thus, while " i t i s imperative that in 
a country with an abundant supply of manpower, labour-intensive 
modes of production should receive preference a l l along the l i n e , 
i t i s nonetheless true that labour-saving devices in pa r t i cu la r 
l i nes are often a necessary condition for increas ing employaent 
opportuni t ies in the system as a f*iole" . 
According to the Directorate General of Employment and 
Training of the Labour Ministry, "the org£inized sec tor comprising 
indus t ry , t rade , commerce, t ransport and services shows an increase 
of 33.7 lakh jobs during the Third Plan, The annual growth ra te 
1. Government of Ind ia , Planning Commission, Second Five Year Flan 
New Delhi, 1956, pp. 27-28. 
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for the ent i re organized sector was of the order of 5.6 per cent . 
The bulk of the Increase in employment was provided by public 
sector; annual growth rate therein being 6.6 per cent as against 
5,6 per cent for the organized sector as a whole while the private 
sector showed an annual r i s e of 4 . 2 per cent only . TaJcing only 
the indus tr ia l area, the public sector generated employiaent at the 
rate of 11,6 per cent per annum, while the private sector recorded 
i t s rate at 2.3 per cent per annum only** . The contributions of 
the publ ic enterprise have been notable . I t has created the 
employment opportunit ies for both s k i l l e d and unski l l ed workers 
and has opened p o s s i b i l i t i e s of employment in new f i e l d s . Thus, 
i t i s working in the same d irec t ion of the object ive of Five Year 
Plans . 
Public Enterprise as a Model Employer 
Apart from exploring the job opportuni t i e s , public enterprise 
provides various ind irec t b e n e f i t s to i t s employees v^ich ra ise the ir 
real income. I t i s , in f a c t , because the State commits a moral 
ob l igat ion towards the labour wel fare . Since the public enterprise 
covers a major portion of the population of the country, the ir 
welfare leads towards the objec t ives of public s ec tor . I t i s in 
th i s context that the Planning Commission, for the f i r s t time, 
devoted a Chapter on public enterprise in the Third Flan which 
1. Nigam Raj. K., Changing Horison Public Sector , Published by 
The F e r t i l i z e r s and Chemicals, Travancore Ltd . , 1970, pp. 79-80. 
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contains the fol lowing passage on 'personnel r e l a t i o n s * ; 
"The enterpr i ses of publ ic sec tor have a spec ia l ob l iga t ion 
to fol low labour p o l i c i e s which are conducive to sectirlng and 
keeping a coi^etent working force at a reasonable c o s t . This 
requires a s u i t a b l e wage po l i cy with I n c e n t i v e s , careful s e l e c t i o n 
of personnel , organized tra in ing to In^rove the s k i l l s of workers 
at a l l l e v e l s «> > - and an a t t i t u d e towards the workers iriilch w i l l 
encourage added e f f o r t and I n i t i a t i v e and give the employees 
s a t i s f a c t i o n , a sense of par t i c ipa t ion eaid f e e l i n g of loya l ty to 
the enterprise and pride for I t s achievements" . 
The publ ic enterpr i ses without exception have adopted the 
gu ide l ines given In the passage of Third Plan and have the multl 
farious a c t i v i t i e s for the welfare of labour. They are making a 
l o t of expenditure on d i f f erent schemes, such as g iv ing Incent ive 
bonus, provident fund and pension schemes to the labour. Bonus 
I s payable to the employees of the public enterpr i ses In terms 
of the provis ions of the Payment of Bonus Act, 1965. 
In pr ivate s e c t o r , the township I s of l e s s s ign i f i cance 
whereas In the publ ic s e c t o r , i t I s considered as Important as 
the main project I t s e l f . The cap i ta l expenditure on t h i s item 
alone ranges from 10 to 30 per cent of the project cos t in the 
publ ic sec tor which i s normally not f e a s i b l e in the private sector 
because of i t s pro f i t motive. In publ ic en terpr i s e , the township 
1 , Government of India , Planning Commission, Tiiird Five Year Plan, 
New Delhi , 1961, p . 273. 
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has been aimed at providing irith a n o i l l i a r y f a c i l i t i e s l i k e 
s choo l s , h o s p i t a l s , shopping centres and recreat ion centres e t c . 
Defence Industr ies of Public Enterprise 
According to the Industr ia l Pol icy Resolution of 194S, the 
defence indus tr i e s come in the f i r s t category «^ioh i s the e x c l u -
s i v e r e s p o n s i b i l i t y of the Governiaent and they are not l e f t to 
the pr ivate entrepreneurs. There are many pro jec t s operating in 
the publ ic sector for defence production. Consequently, India 
has now achieved i t s objec t ives to a great ex tent . 
The Bharat Electronics Ltd. was e s tab l i shed with a view 
to manufacture communication equipments and components used in 
the Defence Services and Government Departments. The factory , 
I n i t i a l l y designed for the production of equipments and coi^ponents, 
produces goods worth Rs.4 .23 crores per annum. The rapid expansion 
ceuae l a t e r in 1962 at the time of Chinese aggression when the 
production was progress ive ly stepped up and the value of production 
which was Rs .3 .03 crores in the year 1962-^3 increased to Rs.24.11 
crores in 1969-70. 
Hindustan Aeronautics Ltd . , i s producing £drcrafts including 
aero-engines and a l l i e d equipments mainly to meet the requirements 
of the Indian Air Force. The a i r c r a f t s currently being manufac-
tured for lAP are the Jet ground attack f i gh ter IIF-24, the 
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supersonic Interceptor MiIG-21, the Jet t i g h t e r Gnat| the Jet 
tra iner HJT-16, and the transport a i rcra f t HS-748 e t c . The other 
undertakings producing the defence goods are Dharat IDarth Moversi 
Garden Reach Workshop Ltd. and Goa Shipyard Ltd. e t c . 
Public Enterprise Removes Regional D i spar i t i e s 
The role of publ ic enterprise I s paramount In curbing the 
regional d i s p a r i t i e s . This aln I s achieved by putt ing an addi-
t iona l Investment on the backward areas to bring them at par with 
the developed ones. Different areas , In f a c t , have d i f f erent 
growth po tent ia l and a plan which g ives equal emphasis to every 
square mi le , w i l l be quite uneconomical. Again, I t I s a fact that 
the r i ches t areas may not necessaurlly be of high growth p o t e n t i a l . 
There I s a lso l ike l ihood that some poorer areas may remain poor 
due to lack of a t tent ion and the flaw In the economic p o l i c y . I t 
I s p o s s i b l e that I f they are properly taken oaire of, they can 
develop more rapidly . Moreover, In a democratic State as ours , 
every cltiseen claims h i s equal opportunity. Tlierefore, occupying 
a major share in the nat ional economy, the State i s now trying to 
remove the regional unevenness. Now public Investment i s made 
more and more in the l e s s developed areas. The State such as 
Bihar, Andhra, Kerala and Raj as than have been oon^taratively poor 
in per cap i ta Income while Punjab and w. Bengal are holding the 
h ish per cap i ta Income. For removing the regional d i s p a r i t i e s , 
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the publ ic Investment i s continuously r i s i n g in the l e s s developed 
S t a t e s . 
Though the p o s i t i o n of less-developed areas has improved 
ooisprehensively» i t cannot be concluded that the improveoents in 
these S ta tes are only due to the publ ic investment, as there are 
other fac tors idilch a l so a f f ec t the development of the region* 
Neverthe less , i t i s envisaged that publ ic investment brings an 
all-round development of the region in many ways. Government has 
kept in view the claims of r e l a t i v e l y backward areas in locat ing 
new publ ic sector enterpr i ses in so far as t h i s could be done 
without disregarding the e s s e n t i a l economic and technological 
cons iderat ions . Thus, S t e e l Plants hare been located i n M.P., 
Orissa , W. Bengal and Bihar; f e r t i l i z e r f a c t o r i e s in Bihar, Orissa, 
Assam, U.P. and Kerala etc* 
We hove made a survey of the achievements of public e n t e r -
p r i s e s in various f i e l d s for s t imulat ing the economic development. 
Indeed, publ ic enterprises have created an i n d u s t r i a l base by 
e s t a b l i s h i n g s t r a t e g i c i n d u s t r i e s , such as S t e e l , Engineering and 
Chemicals e t c . Further, by making exports , they have brought 
foreign exchange and the technica l know-4iow for mobil izat ion of 
in terna l resources . The resources mobilized through public 
enterprises have made i t pos s ib l e to engage an army of unemployed 
personnel in various organisat ions . In t h i s way, we find that 
publ ic enterpr i ses heere done a tremendous task to mop up the internal 
resources for economic development. 
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The disouss ion on the role of public enterpr i ses would be 
Incomplete i f we do not l i s t some of the ir d e f i c i e n c i e s ; Whether 
they provide goods and serv ices which are reasonably adequate to 
meet the needs of the people . Here we find that there i s hardly 
any enterprise of public sector which i s achieving i t s f u l l target 
of production. During 1965-66, there was no undertaking in whose 
case the percentage s h o r t f a l l in the achievement of target of 
production was more than 73 per cent . 
But t h i s i s not a l l by making delays in the production, 
many undertakings of publ ic sec tor deprives the people of the i r 
important products. Further, ne i ther in qual i ty nor in price have 
some publ i c undertakings brought f u l l s a t i s f a c t i o n . In the case 
of bas i c products l i k e s t e e l and f e r t i l i z e r , i t has not been 
pos s ib l e to keep pr i ces under reasonable l i m i t s . With the recent 
increase in s t e e l p r i c e s , the pr ice of s t e e l in India i s higher by 
about 25 to 30 per cent as compared to the dom^estic price preva i l ing 
in other countr ies . I t i s unfortunate that the Indian farmers who 
are comparatively poorer than the fcurmers of other countries pay 
higher pr i ces for t h e i r f e r t i l i z e r . 
Public sec tor operations spend upto 30 per cent of the ir 
cost on labour wel fare . Even then, the st2iff In public sector 
i s not happy and there are several evidences of f l i g h t of p e r -
sonnel from publ ic sec tor to pr ivate operat ions . I t c l ear ly 
reveals that the expenditure, though large enough, i s not properly 
made on the s t a f f wel fare . 
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The above arguments bring a dlsappointnent in the perforaance 
of publ ic e n t e r p r i s e s . No doubt, they have achieved eminence in 
some s p e c i f i c f i e lds» but taking in to account a huge amount of 
investment made in them, i t appears that they have f a i l e d to 
de l i v er the goods. In every succeeding p lan , more and more s t re s s 
i s given to the publ ic sector and accordingly the nat ional f inancia l 
resources are In tens ive ly d irected to them from private sec tor . 
I f th i s huge investment does not contribute to the p o s i t i v e r e s u l t s 
of providing overheads to the econonQr, the investment in private 
s e c t o r , though l i t t l e portion of plan out lay , urill remain dul l 
and economic development w i l l lag behind. Consequently, the 
capacity of c a p i t a l formation w i l l be hampered. 
But the poor performtoiee of public enterpr i ses in achieving 
the object ive does not mean that the i r ex i s t ence i s worthless . 
Though most of the public sec tor uni t s are not working e f f i c i e n t l y 
yet they can become a valuable instrument for economic development 
provided we s p e l l out the problems that are being faced by the ir 
uni ts and find out ways and means to remove them. 
Conclusion 
Summing up the whole d i s cuss ion , we f ind that the ro le 
assigned to public sec tor in the Indian economy' i s s i g n i f i c a n t . 
I n d u s t r i a l i z a t i o n , n^ich brings an al l -round development, i s 
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f lourished with the growth of public s e c t o r . I t I s a tool to 
make the planning successful for the speedy eoonooilo development 
of the country. The public investment in c a p i t a l goods, n^ere 
the pr ivate s e c t o r was shy, has increased production as well as 
created the capacity within the country. I t has succeeded to 
some extent in Inducing further investment and reducing re l iance 
on foreign goods. Public investment in cer ta in f i e l d s has 
encouraged the i d l e resources to come out. Also , public investment 
has provided some fresh Job opportunit ies and helped in reducing 
the regional d i s p a r i t i e s . 
I t cannot be denied, however, that the publ ic sector tw i t s 
are suffer ing from ser ious d e f e c t s . The itq>ortant among them i s 
the i n e f f i c i e n c y of these e n t e r p r i s e s . Hence, the ir contribution 
towards economic development would have been more p o s i t i v e i f they 
would have worked more e f f i c i e n t l y . I t i s not surpr i s ing , therefore , 
that the massive Investments made in them have fed led to bring the 
des ired r e s u l t s . In other words, publ ic enterpr i ses have not made 
any pecul iar c^hlevement in the mobi l izat ion of resources by t h e i r 
surplus earnings . A number of factors are respons ib le for t h i s 
s t a t e of a f f a i r s . For Instance , ne i ther in qual i ty nor in pr ice 
have some publ ic enterpr i ses brought f u l l s a t i s f a c t i o n . The cost 
of labour per uni t of production i s very high In comparison to 
t h e i r counterparts in the pr ivate s e c t o r . This reduces the 
product iv i ty of labour in publ ic s e c t o r . The Investment has become 
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uneoonomio as the marginal efficiency of capital I s low. JAoreover 
they are unable to achieve the surplus target fixed for the Plan 
outlay. Most of the profits earned by these enterprises were 
neutralized by their high los ses . These limiting factors and 
other reasons of their unsatisfactory performance which come In 
the way of ef f ic ient working of public sector enterprises wi l l be 
discussed in the next Chapter. 
C H A P T E R - V 
C H A P T E R - V 
REASONS OF UNSATI3PACTQHY PERFOii\l.\NCE OP PUBLIC EMTERPfllSa 
I^ f RESPECT OP RHSOURCE .\10BILIZATI0N 
I n t r o d u c t i o n 
In the l a s t Chapter, i t was seen t h a t p u b l i c e n t e r p r i s e 
came forward In promoting the econoaQr, wi th the growth of pub l i c 
e n t e r p r i s e s , I n d u s t r i a l i z a t i o n f l o u r i s h e d which make the Five Year 
p lanning success fu l for economic development. Pub l i c Investment in 
c a p i t a l goods, where the p r i v a t e s e c t o r was shy, has Increased the 
p roduc t ion as wel l as has expanded the p roduc t ion c a p a c i t y . Also, 
i t reduced the r e l i a n c e on fore ign goods. However, Pub l ic e n t e r -
p r i s e achieved only In some s p e c i f i c f i e l d s and could not meet the 
needs of the country t ak ing i n t o account a huge amount of i n v e s t -
ment engaged t h e r e i n . Publ ic e n t e r p r i s e s have p resen ted the gloomy 
p i c t u r e regard ing the case of r e source raoblllzfttion through t h e i r 
monetary r e t u r n s . Their r o l e i n c a p i t a l formation has not been a 
s i g n i f i c a n t one and the re I s a wide gap between proposed and a c t u a l 
s u r p l u s . This s t a t e of a f f a i r s i s mainly due to a number of 
d e f i c i e n c i e s , p a r t i c u l a r l y the a d m i n i s t r a t i v e and managerial 
d e f i c i e n c y . B e s i d e s , the revenue of some of the o r g a n i s a t i o n s has 
been lowered down due to the p r i c i n g po l i cy of the government. 
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Consequently, the monetary returns of these operations have been 
severely CLffected. Defeotlve s e l e c t i o n of managerial s t a f f has 
created a gap of s k i l l e d and trained management. This has caused 
the delay In coo^let lon schedules . Although a large increase in 
o r i g i n a l investment est imates have been experienced in several 
p r o j e c t s , ye t the output has remained subs tant ia l l y below the 
i n s t a l l e d capac i ty . Lack of material management causes a higher 
stock of raw materials and f in ished goods. Due to overstaf f ing 
and frequent oases of i n d u s t r i a l disputes in publ ic s ec tor , the 
cost of labour has become too high. All these factors lead to 
uneconomic running of publ ic en terpr i se . And so long as they hung 
l i k e a milestone round the neck of the Public E:cchequer they are 
a drag on the econotsy. The d i f f i c u l t i e s in finding the resources 
for development would have been great ly reduced had the returns 
ant ic ipated from heavy Investment made in the public enterprise 
mater ia l ized . 
In th i s Chapter, an attempt i s being made to analyse the 
reasons of low p r o f i t a b i l i t y and the i n e f f i c i e n t working of publ ic 
e n t e r p r i s e s . The study i s made with reference to (a ) pric ing po l i cy ; 
(b) Managerial and Adininistrative Defects; ( c ) High cost of labour; 
(d) lack of autonoiqy and ( e ) other f a c t o r s . 
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A. Pric ing po l icy 
As was pointed e a r l i e r , the publ ic sector undertakings must 
create the surplus resources as they are expected to pay a s i g n i f i -
cant part in meeting the needs for the ir own expansion and for 
the Plan out lay . The f inancia l performance of any enterprise 
depends upon the l e v e l of cos t s and a l so the autononQr that a public 
enterpr ise enjoys in formulation of i t s pric ing p o l i c y . Because, 
i f s e l l i n g pr ices of products are f ixed and the p r i c e s of inputs 
simultaneously Increase the f inanc ia l r e s u l t s of the enterprise 
cannot be expected to match the prescribed standard. But at the 
same time pric ing po l i cy of public enterprise should be such that 
the people of the country are not c a l l e d upon to pay pr ices higher 
than the Icsnded cost of s imi lar products , i f they had been allowed 
to be imported. Since the oublic i n t e r e s t i s tne f i r s t and foremost 
objec t ive of the public investment, maiQ^  advocates of n a t i o n a l i z a -
t ion have argued that **the great advantage of public ownership 
would be the freeing of the Industr ies from the tyranny of the 
prof i t and l o s s account; the p r o f i t motive would be replaced by 
dedicat ion to the welfare of the commtmity" , 
In the l i g h t of t h i s fact there are certa in factors wiiich 
do not permit the public undertakings in India to earn high p r o f i t s 
as pr ivate enterprises do with the same l e v e l of investment. One 
of these factors i s the sphere which the public enterpr i ses have 
1. Hansen, A,II,, ( s d , ) , Mational lzat lon, A Book of tteadings. 
(George Allen & Unwln Ltd . , London), 1963, p»2l7 . 
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choosen. Public undertakings general ly oorer such f i e l d s which 
are neglected by private enterpr i ses for want of adequate p r o f i t -
a b i l i t y . The Employees State Insurance Corporation, the Damodar 
Valley Corporation, and the Warehousing Corporation are public 
enterprises whose surplus y i e l d i n g C£q>acity i s l imi t ed . S l ia i lar ly , 
the State Bank of India and other nat ional ized banks had to open 
hundreds of branches in rural areas , which the pr ivate Commercial 
Ranking had neg lec ted . The operation of such branches have caused 
heavy l o s s e s to the State Bank of India and other nat ional ized 
banks. Public enterprises are confined mostly to public u t i l i t i e s 
or to producers' goods indus tr i e s which y i e l d a lower return than 
consumer goods indus tr i e s which i s the main f i e l d of pr ivate 
en terpr i se . 
Apart from t h i s , a de l iberate po l i cy of low pr ices i s 
adopted by the government operations for gains in other sec tors 
of the economy. The supply of e l e c t r i c i t y to i n d u s t r i a l concerns 
by D.V.C. at lower pr i ces or of cheap credi t of the Industr ia l 
Finance Corporation, are instances of such c a s e s . As a r e s u l t , 
the developmental a c t i v i t i e s that are generated, make much greater 
gain for econonqr than the d irec t earnings of the parental under-
takings . The Indian Air l ines Corporation maintains certa in routes 
at heavy l o s s e s on the ground of public I n t e r e s t . Due to th i s 
reason the Corporation has suffered a l o s s on metay occas ions . 
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Therefore, pr ic ing pol icy In public s ec tor Is not devoted ivfaolly 
for the prof i t -mot ive but for other important functions performed 
by the Government for welfare of the whole community. 
Nevertheless there are undertctklngs which enjoy freedom 
In determining the ir p r i c e s , but they are few. Many of the under-
takings are bound to keep their p r i c e s at certain l i m i t i r r e s -
pec t ive of the i r profi t -margin. Pr ices of Petroleum products are 
f ixed for the country as a whole by Government., As regards 
F e r t i l i z e r Corporation of India and F e r t i l i z e r emd Chemicals 
Travancore Ltd. , Government re leased 30 per cent of production 
for d irect sa le in Oct . , 1966. This was Increased to 30 per cent 
of the production which has been re leased for d i rec t s a l e . Only 
10 per cent margin was provided on cos t -^ lus bas i s in Indian 
Telephone Industr ies which was not enough for bui lding internal 
resources . Prof i t margin allowed In Hindustan Cables Ltd, was 
10 per cent . But s ince the year of base cost was 1965-66, the 
actual margin ccune only 6 and 6^ per cent . 
The reasons for Government taking over the r e s p o n s i b i l i t y 
of f i xa t ion of pr i ces are d i f f erent in the case of d i f ferent 
undertakings. For example, the pr ices vi^lch could be charged by 
the Minerals and Metals Trading Corporation were governed by the 
need of earning foreign exchange, while low pr ices allowed to be 
charged by lindustan >^-itlblotics Ltd . , were presumably governed 
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by consideration of making e s s e n t i a l l i f e - s a v i n g drugs avai lable 
at reasonable p r i c e s . In i t s Report, the CooimJLttee on Public 
Undertakings agreed that "The Government should be the ult imate 
authority to decide the items whose pr i ces should be f ixed by i t . 
But they f e e l that i t would be in the f i t n e s s of things i f the 
method of price f i xa t ion i s fa i r to the undertsikings concerned" , 
In order to earn p r o f i t , the cos t must be lower than pr ice 
of the product. But in s p i t e of their high cost of production 
some undertakings charge low pr ices as shown in Table I , The 
pr i ces of Ammonium Sulphate, Urea and Double Sa l t were fixed by 
the Government, a f ter a study of cost of production, 
TMLE - I 
Prices and cost of per unit of production in Fertilizer 
Corporation of India, 
Name of product 
Ammonium Sulphate 
TJrea 
Double S a l t 
P r i c e s 
per u n i t 
M i l l i o n 
Tonnes 
3 1 6 , 0 0 
5 8 2 . 0 0 
4 2 6 . 0 0 
Cost o f per 
1964-65 
285 ,25 
5 2 2 , 6 3 
4 5 1 , 4 7 
u n i t Mi H i 
1965-66 
284 .81 
5 0 0 . 3 4 
4 4 0 , 9 4 
on Tonnes 
1966-67 
3 0 2 , 0 0 
513 ,16 
4 3 2 , 8 2 
Source: 43rd Report. Committee on Public Undertakings 
(Fourth Lok Sabha), April, 1969, p, 54, 
1, 15th Report, Committee on Public Undertakings (Fourth 
Lok Sabha), April, 1968. 
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In Double s a l t , the cost of production Is higher than tue 
pr ices in the whole period while in other two remaining i tems, 
the margin between cost and pr ices i s too l i t t l e to earn the 
p r o f i t . Although the Board of Directors of the F e r t i l i z e r 
Corporation of India in Sept . , 1965, approached Government for 
increase in pr ices of the products on the groiuid tha t , owing to 
increase in the price of coal and f re ight on gjrpsuia and the 
revis ion of pay scale and dearness allowances, the cost of p ro -
duction has increased, which continues to have an upward trend 
while the p r ice per unit remained unchanged. 
The un i t s of Hindustan Steel Ltd . , are incurr ing losses 
continuously. Hence, the unremunerative sa les pr ice was one of 
the reasons of cash losses in liSL as i t was disclosed by the 
Committee on Public undertakings in i t s Report: ••The pr ice 
s t ruc ture for Steel as ap)roved, provided for depreciation at 
5 per cent and return at 8 per cent on a gross block of Hs.ii76 
per tonne of finished S t ee l . kISL's gross block af te r expansion 
wi l l be of Ra.2400 per tonne of saleable s t e e l . Had th i s been 
accepted as the base for pr ice f ixa t ion , IISL would have made a 
cunwlative addit ional revenue of Rs.330 crores up to 1969-70," 
The Sta te Trading Corporation of India vrhich continues to 
widen i t s net in the f ie ld of imports and exports has not been 
able to show a corresponding increase in i t s p r o f i t a b i l i t y . I t s 
1, F i r s t Report, Committee on Public Undertakings (Fif th Lok 
Sabha), 1970-7i, p , 105. 
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ne t -p ro f i t which was Rs,2.92 crores in 1969-70 was estimated to 
be Us,2.44 crores for 1970-71, Disclosing these figures at a 
news Conference on 30th March, 1971, the Chairman of State Trading 
Corporation said "our p r o f i t a b i l i t y did come under pressures to 
reduce our pr ices and margins, S.T.C, had to help with the 
nat ional export e f fo r t , fl^ich was under considerable s t r a i n , by 
± 
spending more on carports and, therefore , accepts a lower p ro f i t " , 
Presenting the Annual Report of Heavy E lec t r l ca l s ( India) 
Ltd, Bhopal, the Chairman s ta ted t ha t , "the question of sale pr ice 
for our products has an important bearing on p r o f i t a b i l i t y . In 
the case of Swltch-besring, transformers and motors which, by and 
l a rge , come under the competitive range, oar p r ices are deteraiined 
on the bas i s of actual cost of production and reasonable margin. 
However, in the case ?»f large equipment l ike turbines and generators , 
we are called upon to s e t t l e pr ice on the basis of landed cost of 
s imilar imported machines and t h i s invariably works out far below 
2 the actual cost of production" , Due to such government p o l i c i e s , 
pr ices are kept below. Revenue i s lesser than the cost of produc-
tion and th i s causes loss to the undertakings. Had these under-
takings been allowed to negot ia te their pr ices in the free market, 
problem of p r o f i t a b i l i t y would have been solved. 
1, flindustan Times, \Iarch 31 , 1971, 
2, Hindustan Times, October 8, 1970, 
- 152 -
B. Managerial and Administrative Defects 
We have seen that how the pricing policy of the Government 
has lowered the revenue of many operations of public sector . But 
even then there I s the p o s s i b i l i t y of increasiag the p r o f i t s , i f 
the cost of production i s minimised. The cost i s higher in public 
un i t s mainly due to the poor performance of the i r administration 
and management. Management plays an important role in the .working 
of f»ny en t e rp r i s e . I t charts the course of operation and lays 
down the objec t ives . The objectives serve as a guidelines in the 
determination of pol icy , se lec t ing resources and se t t ing up 
programmes. The effectiveness of top management i s the most 
decisive of the factors on which the success of any enterpr ise 
depends, "l^ o matter how good the market prospects , how sound 
the f inancial s t r u c t u r e , or how outstanding the engineering, 
every project wi l l ul t imately succeed or f a i l on the strength of 
i t s management" , 
But In the developing countr ies , the maoagerial s k i l l i s 
scarce . The i n s t i t u t i o n a l framework, the methods of organization 
and the s k i l l s necessary for the p rof i t ab le rujinlng of enterpr ises 
are not ful ly developed. Hence, the resources are not u t i l i z e d 
properly. The same i s true for the Indian economy. The managerial 
and adminis t ra t ive s k i l l i s lacking in our public operations and 
i t hurdles easy functioning of the p ro jec t s . The managerial and 
1, {\xrray D, Bryce, Indus t r i a l Development ( icGrar-^lill Uook Co., 
New York), 1960, p . 158, 
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adminis trat ive deficiencies of public undertakings have been 
discussed under four headsj (a) se lec t ion pol icy , (b) construction 
delays , (c) material manageaent, and (d) f inancial management. 
(a) Selection Policy: llie low qual i ty of laanagement in our 
public undertakings i s due to two reasons. On the one hand, i t 
i s owing to the fact that being a developing country, our State 
i s new in the complex i n d u s t r i e s , so i t was d i f f i c u l t at the early 
stage to provirie t rained people for complicated u n i t s . On the 
other hfflid, i t was the defective approach of Government in se lect ion 
of the top o f f i c i a l s which creates problems. In the past inadequate 
a t ten t ion was being paid in t h i s important task of making appoint-
ments on the Boards of public undertakings. No effor t had been 
made to look for persons of sui table ca l ibre and experience. 
Generally the I .C .S , o f f i c e r s , who think more about the extension 
of t he i r tenure of service than the expsmsion of the pl tmt , were 
deputed for the management of the concerns. Mo doubt, these 
persons can do the i r best in the public adminis t ra t ion, but i t 
does not make them competent in the managerial a c t i v i t i e s of public 
undertakings. Therefore, the se lect ion of t h i s cadre has not 
proved successful for the business concerns. '^'Application of the 
normal c i v i l service system of recrui tment , grading, promotions, 
dismissal and d i sc ip l ine i s obviously inimical to efficiency to 
the extent that a public en terpr i se d i f fe rs in i t s modus operandi 
from an ordinary Government Department" , 
1. Hansen, A.II,, Public Enterprise and Economic Development, 
(Routledge & Kegan Paul Ltd. , London), 1959, p . 459. 
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These c i v i l senreuttSf most of them r e t i r e d , have no aptitude 
for managing the hus ines s . Moreover, they character ise with the 
bureaucratic nature inherent in them which i n v i t e s red-tapism and 
checks easy functioning of the enterprise4 Speaking at the 
inauguration of the expansion of Bokaro Plant at the S t e e l Township, 
the then Minister of Stee l s ta ted that '*the project was much delayed 
one whose schedules had already been thrice**. Further, he said 
that "eff ic iency in the public undertakings could be improved only 
i f top o f f i c i a l and executive shed the ir Grand Moghul mentality" . 
Generally, no q u a l i f i c a t i o n s have been prescribed for 
membership of the Boards of Management. Mo systematic e f f o r t s 
have been made to s e l e c t the most competent men avai lable for 
these Jobs. *At present neither any s p e c i f i c procedure nor any 
q u a l i f i c a t i o n and experience i s l a i d down by the Government for 
the s e l e c t i o n of Chalrmem and members of the Cofflmission. They are 
s e l ec ted on the b a s i s of their administrative and technical 
2 
knowledge* . 
Host of the s e l e c t i o n s are made from S e c r e t a r i e s , Joint 
Secretar ies of the Departments. Surpris ingly enough most of them 
are part-t ime meiabers. In 1968-69, there were 66 Chairmen of 
whom 59 were part-time and 7 were only f u l l - t i m e . Among the par t -
time Chairmen, 12 were Secretar ies or Joint Secre tar ies to the 
Government. There were 10 Chairmen who combined managing Dlrector-
3 
ship with the Chalrmenship of the concerned undertaking • 
1. Hindustan Times, :»4ay 7, 1971. 
2. 5th Report, Committee on Public Undertakings (Third Lok Sabha), 
1965, p. 39. 
3 . Lokudyog, Bureau of Public e n t e r p r i s e s , T^ew Delhi , August, 1969. 
- 155 -
The Estimates Committee also expressed the hope that em 
early decision would be taken by Government In the matter of 
determining the qualifications of members of the Board of Under-
taking. As a result} the Government Is now changing Its policy 
for these retired personnel and replacing them by the trained 
managerial cadres. It Is estimated that "about 350 middle and top 
level managers will be required to replace the civil servants now 
occupying management positions in public Corporations and to fill 
fresh posts by the setting up of new industries in Government sector 
during the Fourth Plan" , 
Frequent change of the top executives is the general 
complaint against the public units. They are not permanent any-
wherof and deputed only for a certain period. In some cases» 
tenure of the Chairman is very short even upto three months. On 
the other hand, key posts in some undertakings have remained vacant 
because of the long time taken by the Government to find suitable 
persons and to fill the necessary formalities to make the appoint-
ment. The following table shows the gaps between dates of Govern-
ment clearance to the various fertilizer units and the appointment 
of General Managers, 
Sometimes appointments of more than one heads for one 
project create unnecessary trouble and delay, as persons with the 
same status generally do not reach on the same decisions. This 
1. riindustan Times, June 10, 1971. 
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TABLE - II 
Time Gap between conceiving the Projects and Ajspointtoent of 
General Manager. 
^^ ame of 
Projec t s 
Date of 
conceiving 
the projects 
Date of Govt, 
clearance 
Date of appointment 
of General vlanager 
Trombay 
Nararup 
Gorakhpur 
Korba 
June, 1955 
1954 
Feb . , 1960 
Aug., 1962 
14th April,1959 2'Uh August, 1962, 
June, 1960 Feb . , 1961. 
27th Oct . , 1961 19th Apri l , 1963. 
3rd. May, 1963. 
Source} 6th Report. Committee on Public Undertakings (Third 
Lok Saiaha, 1965) , p . 65 . 
was the case with the F e r t i l i z e r Corporation of India , as i t was 
mentioned by the Committee on Public undertakings in i t s Report. 
"In addit ion to the f u l l time Chairm£ai->cum-41anaging Director , the 
Board of the F e r t i l i z e r Corporation includes a f u l l time Executive 
Director . The l a t t e r appointment was made in Mov., 1964, on the 
recommendation of the Board to groom a successor to the .Managing 
Director , who i s due to r e t i r e short ly". 
Hence, the nlanaging Director s tated that there should be 
only one Captain in one sh ip . He did not be l i eve in functional 
d i v i s i o n of duties at the headquarter because In his view i t 
rendered e f f e c t i v e decentra l i za t ion d i f f t c u l t " . 
1, 6th Report, Committee on Public undertakings (Third Lok Sabha), 
Apri l , 1965, p . 152. 
i n 
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Most of the public undertakings suffer from f l i gh t of 
personnel* i . e . , the large-scale migration of t he i r managerial 
and technical off icers to other e n t e r p r i s e s , especial ly the 
p r iva te one. In public sec tor , there i s a lack of incentive ii 
s e rv i ces , pay scales are not hcndsome and the opportuni t ies for 
advancement are inadequate because greater wei^^tage in the public 
sec tor i s given to the sen io r i ty . 
All these problems make i t d i f f i c u l t to se lec t the exper-
ienced and trained execut ives . Therefore, a serious managerial 
gap p reva i l s in the public sec tor . Due to their inef f ic iency, 
the performance of public concerns i s poor* The draft out l ine 
of the Fourth Five Year Plan s t a t e s that "•majority of public 
sector projects have taken longer time to complete than was 
i n i t i a l l y estimated, benef i ts from them have come l a t e r than 
expected, the cap i t a l costs have been higher tlian o r ig ina l ly 
planned, and consequently, re turns on cap i ta l have been smaller 
than was expected when the projects were approved" . All these 
defects make the production more cos t ly , and the investment in 
the concerns i s made higher than was or ig ina l ly est imated. 
(b) Construction Delayst Inadequate a t ten t ion at the Planning 
stage leads to prolongation of the period of const ruct ion . There 
are many projects which took longer time than vms i n i t i a l l y expected 
due to the care lessness . The delays in the impilementation of 
1. Reiort of the Study Team on Public undertakings. Administrative 
Reforms Commission, New Delhi, June, 1967, p . 83 . 
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p r o j e c t s i n p u b l i c s e c t o r have l a r g e l y been a t t r i b u t e d to the 
lack of adequate t e c h n i c a l , economic and f i n a n c i a l p l a n n i n g . The 
Committee on Pub l i c Undertakings observed t h a t "even s p e c i f i c 
recommendations made in the Third Plan in t h i s r ega rd has not been 
implemented so f a r " • The Table I I I g ives an i d e a of the delay 
caused in the completion of d i f f e r e n t p ro jec t s , . 
TABLE - I I I 
Per iod of Delay i n Cons t ruc t ion 
Name of the P r o j e c t Delay Per iod 
1. Barauni Refinery About 24 months. 
2. S t r ep tomic ine P l an t of Hindustan About 12 months 
A n t i b i o t i c s Ltd, 
3 . T)ugda I Coal Washery of HSL About 12 months 
4 , Bh i l a i P l an t of HSL 5 to 22 months 
5 , Durgapur P l a n t of HSL 2 to 8 months 
6 , Rourkela P l an t of HSL 2 t o 40 months 
Sources i 3 t h Repor t , Committee on Pub l i c under taking ,s , (Thi rd 
Lok Sabha) , D e c , 1965, p . 4 3 . 
In the t a b l e we f ind t h a t Rourkela S t e e l P l an t was delayed 
by 40 months before i t ciime to the s tage of complet ion. F a c t o r s 
r e s p o n s i b l e for the de lay of Rourkela P lan t i nc lude ( i ) Changes 
were made in i n s t a l l e d c a p a c i t y , the s i t e s were s h i f t e d more than 
once a t the cos t of Rs.3 c ro r e s which ccoised c o n s t r u c t i o n a l de lays ; 
1, 6 th Repor t , Committee on Publ ic under t ak ings (Thi rd Lok Sabha) , 
4 p r i l , 1965, p , 54, 
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( l i ) There was a delay In Planning order for plant and equipment; 
( H i ) Delay occurred In f i n a l i z i n g contracts as complete lay-out 
and de ta i l ed drawings of machinery and plant were not del ivered 
In time; ( Iv ) the declRlon about exact locat ion of the lalnes was 
not tak«n In time. There were frequent breakdowns at the liourkela 
Plant . The f indings of Committee on Public undertakings (11th 
Report) held the view that in most c a s e s , breakdowns were due to 
bad workmanship and the de fec t ive dec i s ion of machinery. The 
delay in Bhi la i and Durgapur plant ranged from 2 to 22 raonths in 
completing and commissioning of various u n i t s . The delay was 
in obtaining construct ion mater ia l s . In cer ta in u n i t s , i t could 
be obtained af ter more than a year . 
All these factors reveal the de fec t ive jplannlng and decision-
making process in the establishment of d i f ferent p lants of HSL. 
Commenting upon the tlme<-delayed in the establishment of these 
p l a n t s , est imates Comialttee in i t s Report, observed that "It 
appeared that forethought and adequate planning had not gone into 
the dec i s ion taken from time to time to set-up the S tee l Plant in 
the country. Had Stee l Plants been se t up e a r l i e r , they might 
have cost on the bas i s of consul tants ' est imate 50 or 60 per cent 
of what the s t e e l now under construct ion would cost" . 
The example of f e r t i l i z e r Industry in the country i s 
another relevant instance that can be referred here. The U.N, 
1. 33rd Report, Estimates Committee (Second tioiic Sabha), 1958-59. 
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F e r t i l i z e r Mission that v i s i t e d the country in 1960-61 expressed 
the opinion that the normal time schedule for conapletion of 
f e r t i l i z e r p lants under conditions preva i l ing in India should 
be from 35 to 47 months. But the Committee on Public undertakings 
in i t s 6th Report (1965) i n d i c a t e s that the time actual ly taken 
by our f e r t i l i z e r projects varied from 52 to 71 months** • 
In th i s way, many of the projects are af fected from the 
defect of preliminary planning* The delay in construction of the 
operation a f f e c t s the general administration and creates the 
production gap. On the other hand, i t r a i s e s the cost of operation 
that h i t s the scarce resources of the country. For ins tance . In 
the case of Trorabsiy F e r t i l i z e r Projec t , i t took 6 to 7 years to 
complete instead of or ig ina l est imate for 3 years . The or ig inal 
est imate of the cost was lls.24 crores (1959) while the f i n a l cost 
stood at about Rs.34 crores (1965) . The l^stimates Coiomittee was 
shocked over the alarming increase in the estimate of Farakka 
Barrage from Rs,56.40 crores to tts.156.29 crores . 
The other instances of increas ing cos t are given in Table IV, 
I t shows a l so the percentage of increase of actual cost over the 
estimated c o s t s . This percentage i s highest in the un i t s of 
Hindustan S t e e l Ltd. 
1, Report of the Study Team on Public Sector Undertakings. 
Administrative Reforms Commission, New Delh i , June, 1967, 
pp. 83-84. 
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TJIBLB - IV 
Estimated and Actual Expenditure In Different undertakings 
Name of the Project Original Actual Estimate Expendl- % 
ture Increase 
( R S . In orores) 
1. Durgapur Stee l Plant 
2* Rourkela S tee l Plant 
3 . Bhi la i S tee l Plant 
4 . Hindustan Teleprinters 
5 . Gauhati Refinery 
6 . Hindustan Antibiot lost 
(1 ) Plmprl unit 
(11) P e n c i l l i n expfflislon 
( i l l ) Streptoalc lne unit 
7. Hindustan Photo Films Mfg. Co, Ltd, 
8 . National Mineral Development 
Corporation Ltd . , (Klribur 
Iron P r o j e c t ) . 
9 . mm (Watch Factory) 
10. F e r t i l i z e r Corporation of India: 
(1 ) Trombay unit 
(11) Nangal unit 
1 1 . Heavy E l e c t r l c a l s Ltd,(Bhopal) 
1 2 . Heavy Engineering Corporation Ltd, 
115.00 
128,00 
110.00 
1,50 
13.06 
1.15 
0.45 
1.73 
7.38 
9.06 
2.50 
24,34 
20.90 
35.25 
125.95 
205.25 
230,40 
202.34 
1.65 
14.51 
1.59 
0.61 
2.08 
8 .53 
11.22 
3.68 
33.40 
31.20 
49.30 
206.50 
78 
80 
83 
10 
11 
33 
36 
20 
15.5 
24 
47 
37 
49 
39.9 
64 
Source; Report of the Study Team on Public Sector Undertakings. 
Ad<ninlstrative Reforms Commission, New Delhi , June^ 
1967, p . 34 . 
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This increase In the actual cost over the estimated one c lear ly 
shows the *lefects of planning and decision-making of the adminis-
t r a t i on of public sec tor , "A cer ta in measure of delays in commis-
sioning of the project might be inevi tab le due to dependence on 
foreign help or the nature and s ize of projects or the s h o r t -
comings of mate r i a l s . But i t cannot be true for the whole" . 
(c) Material Managements Material management covers the 
management of material in a l l i t s aspects . I t concerns the 
planning and programming of mater ia l , purchase and inventory 
con t ro l . Unfortunately, our management i s poor in dealing with 
material aspects of the bus iness . There are many cases of over-
runs in time and cost as we have seen e a r l i e r . So the need for 
carrying-out deta i led planning i s being increasingly recognized 
but there are s t i l l cases of p ro jec t s being approved without 
consideration on a l l the stages of preparat ion and scru t iny . 
The e l l i p s e s of such e s sen t i a l s teps r e su l t in incomplete plans 
and lead to unsound working of the e n t e r p r i s e s . 
There are many projects in public sector which could not 
u t i l i z e t h e i r capacity to the ful l extent due to various reasons. 
F i r s t l y , the lack of r e spons ib i l i ty at the management level in 
public sector has made I t nobody's business , tligh sophis t icated 
imported equipments from highly indus t r i a l i zed countr ies are 
being operated on obsolete and out-dated techniques of pltuining 
and control of production, 
1, 13th Report, Committee on Public undertakin.£;s (Third Lolt Sabha), 
D e c , 1965, p , 44, 
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Secondly, the demand eissessment of the production I s not 
made s c i e n t i f i c a l l y . The respons ib i l i ty also l i e s on the 
Government's pol icy , when the indus t r i es of high capacity are 
establ ished with the objective of long-term developments Many 
of the p l a n t s , especia l ly the Soviet-aided ones are too big and 
most of these are working at half of the capacity for want of 
dempnd. I t i s s trange that knowing well the demand pa t te rn , the 
Government accepted these huge p lants with heavy cap i ta l investment. 
In the case of Heavy Machine Building iianchi, and dining .lachinery 
Durgapur P lan t s , i t was recommended to the Government to go for 
smaller capacity plants as suggested by the Columbo Plan team. 
But the Government selected higher capacity plfints of Russian 
design. 
The th i rd factor of underu t i l i za t ion of capacity i s the 
lack of market s t r a t egy . Consequently, a large amount of production 
remains unsold which discourages further production. There are a 
number of such projects which have suffered due to the large amount 
of accumulation of inven tor ies . And in respect of u t i l i z a t i o n of 
the i r fu l l capaci ty , the performance of only a few enterpr ises 
have been sa t i s f ac to ry . Only they have been able to enlarge the i r 
turnover, introduce new products and extend t h e i r area of market 
opera t ions . The Committee on Public undertakings observed that 
"Very few public undertakings were in a pos i t ion of ful l u t i l i z a t i o n 
of ra ted capaci ty . Only th ree , Gauhati Refinery, Nangal unit of 
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F e r t i l i z e r Corporation of India and Kirlburu and B a i l l a d i l a Iron 
Ore Projects worked out to 100 per cent of their i n s t a l l e d capacity 
in 1968-69. But as we come to other several ujidertakings, the 
picture looks very gloony* . The Table V shows the overal l 
pos i t i on of capacity u t i l i z a t i o n of Public sector undertakings. 
TABLE - V 
The percentage of s h o r t - f a l l of the capacity 
1965-66 1966-67 1967-68 
1. No, of undertakings in whose 
case s h o r t - f a l l in achievement 
of production targets was more 
than 75%, - 1 1 
2. ^4ore than 50'?5 but l e s s than 75%, 2 1 1 
3 . Ntore than 25% but l e s s than 50%. 1 6 3 
4 . Less than 25% 11 19 16 
Source! 67th Report, Committee on Public undertakings (Fourth 
Lok Sabha), 1970, p . 52 . 
Referring to the S t e e l P l a n t s , the Report s ta ted that in 
1968-69, capacity u t i l i z e d in terms of ingots was 68 per cent at 
B h i l a i , 67 per cent at Rourkela, 50 per cent at Durgapur. The 
Stee l Plant at Durgapur was able to use only hal f of i t s i n s t a l l e d 
capac i ty , while at Rourkela, as eigainst the i n s t a l l e d cq)ac i ty of 
1.8 mi l l ion tonnes, only about one mi l l ion tonnes was produced. 
1. 67th Report, Committee on Public undertakiaKS (Fourth Lok Sabha), 
1970. 
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The underut i l i za t ion of capacity In the S t e e l Plant Is not due to 
wrong deaand assessment as S t e e l products are required for every 
Industry In the country. But ac tua l ly I t was due to other factors 
such as the negl igence of manageaent. The u t i l i z a t i o n of capacity 
was the lowest in the case of Heavy Engineering Corporation, as 
i t could u t i l i z e only 7 per cent of i t s capaci ty . I t s Heavy 
Machine Tools Plant used only 2 .2 per cent of i t s capaci ty . I t s 
Heavy Machine Building Plant u t i l i z e d only 11 per cent and the 
Foundry Forge Plant u t i l i z e d only 13 per cent of i t s capacity* 
So far as the Hindustan Machine Tools Ltd . , i s concerned, 
the industry i s working with an i d l e capacity of 37.8 per cent . 
The matter of surprise i s that the capacity in the industry i s 
being further increased. In the u n i t s of U[MT{III) P injorc , 
HMT(IV) Kerala and WAT(V) Hyderabad, the production capacity has 
been doubled froa Rs.lO crores to Hs.20 crores . 
The Bharat Heavy B l e c t r i c a l s Ltd. u t i l i z e d only 6 per cent 
of i t s capaci ty . The Ant ib io t i c s Plant of the Indian Drugs and 
Pharmaceuticals Ltd. and Mining and Al l i ed Machinery Corporation 
Ltd. used l e s s than 10 per cent of the ir capac i ty . The underut i -
l i z a t i o n of capacity in public enterprise under the control of the 
Ministry of Petroleum and Chemicals and Mines and Metals alone has 
resu l ted in a nat ional l o s s of Rs,24 crores in the value of 
production of 1968-69. 
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For the heavy l o s s e s In Mining and Al l i ed Machinery 
Corporation and Heavy Engineering Corporation,, the Government 
pleaded that th i s under -ut l l l za t lon resul ted because expectat ion 
of demand on the bas i s of ^ I c h these c a p a c i t i e s were created 
did not mater ia l i ze . The Committee on Public undertakings has 
c r i t i c i s e d the Government p lea on the ground that "if the 
project ion of demcod go wrong by a narrow margin one could ignore 
i t . But when the project ions do not mater ia l ize to the extent 
of 90 per cent i t only indicated that e i ther the e x i s t i n g machinery 
for demand assessment was not equal to the task of the techniques 
employed or the economic data r e l i e d uaon for t h i s purpose were 
t o t a l l y wrong* , 
Due to under-Hutilization of the production capac i ty , the 
machine and the labour hours avai lable with the plants remained 
u n u t i l i z e d . An example of th i s kind has been given by the 
Committee on Public Undertakings in i t s lleport. The Committee 
c a l l e d for a statement about the id l e machines and labour in the 
Heavy Machine Building Plant of HgC during 1966-67. "From the 
information observed that out of 17 | 3d, 238 machines hours 
ava i lab le , the machine hours actual ly u t i l i z e d were 4 , 9 3 , 257. 
There was a l so i d l e labour and out of 21 , 8 1 , 766 labour hours 
a v a i l a b l e , the labour hours u t i l i z e d were only 10, 11, 723. 
2 
Thus, the percentage of i d l e labour was 54 of the t o t a l labour" . 
1. 67th Report, Committee on Public undertakings (Fourth Lok 
Sabha), April , 1970. 
2. 14th Report, Committee on Public undertakings (Fourth Lok 
Sabha), April , 1968, pp. 19-20. 
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Many undertakings suf fer from the large inventory aocuiou-
l a t l o n xfhich takes place large ly due to the lack of marketing 
s trategy of the operation. Such type of inventory accuroulation 
w i l l have to be reduced i f the cost of project i s to be miniinized. 
I t blocks a large eunount of c a p i t a l which could have been u t i l i z e d 
for other Important productions. 
Successive Reports of the Committee on Public undertakings 
have draim at tent ion to the defect in production planning and 
absence of inventory contro l . Unplanned production of goods 
without any s c i e n t i f i c study of tlie market r e s u l t s in heavy 
accumulation of i n v e n t o r i e s . Administrative Reforms Commission's 
Report, commenting on the i n e f f i c i e n t material management pointed 
out the fol lowing d e f i c i e n c i e s ; 
( l ) "The inventor ies of indus tr ia l running concerns were, in 
many c a s e s , unjus t i f i ab ly high; ( i i ) many undertakings were s t i l l 
to adopt s c i e n t i f i c methods of inventory control ; ( i i i ) lack of 
material*? and delays in de l ivery resul ted in u n d e r - u t i l i z a t i o n of 
capacity in some undertakings; ( i v ) several undertakings did not 
have proper storage and handling f a c i l i t i e s or a proper system of 
physical v e r i f i c a t i o n and s tores accounting, and (v) in many cases , 
purchase procedures wore lengthy and involved a large number of 
references to the fintmce branch* • 
1, Renort on Public Sector undertakings. Administrative Heforms 
Commission, New Delhi , O c t . , 1967, p , 62 . 
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In other i n d u s t r i a l i z e d countr i e s , a considerable at tent ion 
i s being paid in the material management of the undertakings. 
Japan succeeded in reducing i t s material cos t s from 61*33 per cent 
to 58,45 per cent , while in U.S.A., the reduction in t o t a l inventory 
investment was from 20 to 30 per c e n t . But in India we f a i l e d to 
achieve any success . The Committee on Public undertakings Comments 
that "According to an analys i s of 34 running concerns in public 
s e c t o r , t o ta l investment In inventor ies in 1964-63 was Us.269 crores. 
The t o t a l working cap i ta l for these concerns was Rs.301 crores in 
1963. Thus, 90 per cent of the working cap i ta l was locked up 
in inventor ies" . 
In 1969-70, the t o t a l inventor ies aocunna 1 ation by 68 
concerns has gone up to the value of Hs . i l93 crores as against 
Rs.123 crores in 1960-61. The t o t a l working c a p i t a l was Rs.lOSS 
crores in 1969-70, Thus, in t h i s year , the inventory accumulation 
was more than the working cap i ta l of the undertakings. The table 
below g ives the f u l l d e t a i l of inventory p o s i t i o n . 
The study i s i n t e r e s t i n g while we analyse the cost of 
production of Inventories in terms of number of months. This 
g ives the idea that how much the inventory aocuaulation cost to 
the concern. The table below g ives that sort of information in 
d e t a i l . 
1, 40th Report, Committee on Public Undertakings. (Third Lok 
Sabha) March, 1967, p . 1 . 
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TABLE - VI 
Overall Inventory Pos i t ion of Running Enterprises . (Ks. in orores) 
Year 
1960-61 
1961-62 
1962-63 
1963-64 
1964-65 
1965-66 
1966-67 
1967-68 
1968-69 
1969-70 
Raw 
material 
s tores & 
spares 
• 
-
113 
141 
151 
223 
280 
422 
735 
715 
work In 
progress 
. 
-
20 
24 
32 
41 
61 
84 
111 
143 
Finished 
goods 
. 
-
33 
31 
33 
83 
136 
305 
182 
206 
Other 
items 
» 
-
7 
9 
13 
13 
32 
62 
66 
126 
Total 
123 
138 
175 
205 
229 
361 
509 
873 
1094 
1195 
SourceJ Annual Reports on the working of Industr ia l and 
Commercial undertakings of the Central Government, 
s ince 1960-61 to 1969-70 New Delhi , 
o 
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The table shows that the inventor ies In terms of number 
of month's cost of production I s d i f ferent in d i f ferent i n d u s t r i e s . 
This Is larges t In the Engineering and Shipbuilding Industry, where 
the Inventories are upto 20 months* cost of production. As a 
r e s u l t , a huge amount of cap i ta l i s blocked, oja which a heavy cost 
overhead of In teres t and a high depreciat ion i s charged and i t 
leads to a r i s e in the cost of production. Hi.5h cost of production 
weakens the competitive pos i t i on of the concern and leads further 
the lower u t i l i z a t i o n of c a p a c i t i e s . 
The Committee on Public Undertakings s ta ted that **if the 
Inventor ies of indus tr ia l running concerns could be reduced to 
6 months production i t would mean re l ease of cap i ta l to the extent 
of Rs,104 orores , which could be ga infu l ly employed in the under-
takings somewhere e l s e . The n e t - p r o f i t of these 22 undertakings 
was only Rs.10.19 orores during the year 1964-()3, With proper 
Inventory control alone, the prof i t would have been two and a 
± 
hal f times more of the present p r o f i t of these concerns" . 
In order to avoid the unnecessary block of c a p i t a l in terms 
of i n v e n t o r i e s , ARC team recommended the procedure and ins truct ions 
based on the modem techniques of material management l i k e cod i -
f i c a t i o n and c l a s s i f i c a t i o n and ABC a n a l y s i s . And as l a t e as 
1968-69, several Companies adopted the technique of AUG c l a s s i f i c a -
t ion of inventor ies in the es tabl i shed d i v i s i o n . But actual ly th i s 
ana lys i s i s proved only a preliminary technique of inventory contro l . 
1. 40th Report, Committee on Public undertakingsi (Third Lok Sabha), 
March, 1967, p . 3 . 
- 172 -
S c i e n t i f i c management of i n v e n t o r i e s , i f £q>plled by the 
undertakings, oan reduce the investment in inventor ies and 
simultaneously minimize the i d l e time by avoiding stock->out and 
s torages . Peurticuleurly the inventory of high value items should 
be control led more care fu l ly as a small onount reduction in 
inventor ies of such items oan r e s u l t in substai i t ial savings . 
(d) Financial .'Managementt I f the undert.aklngs are to 
function on business and commercial p r i n c i p l e s , i t i s imperative 
that the i r administrative and f inanc ia l procedures £u:e cons i s tent 
with the requirements. But the public sector undertakings in 
India have large ly copied the bureaucratic procedures prevai l ing 
in the Government Departments. And a majority of public under-
takings htcre ye t to se t up adequate finance and accounts organiza-
t ion and adopt improved techniques of fincoicial management. The 
present finance and accounts organization have l egac i e s of the 
system and procedures adopted in the public undertakings. The 
management does not adopt uptodate procedure of the f inancia l 
organizat ions . The lack of e f f i c i e n t accounting organization and 
procedures has been frequently pointed out by the Parliamentary 
Committees and the Auditors. The budgetary forms and procedures 
adopted in the public sector fol low the tradi t ional pat tern . 
With a few except ions , the system of c l a s s i f i c a t i o n and expenditure 
adopted in the budgets does not l ink expen(litui*e to a c t i v i t i e s and 
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r e s u l t s , though t h i s i s a necessary requirement for performance 
budgeting. The budgets prepared by many of the undertaidngs also 
reveal that they are not prepared in s u f f i c i e n t d e t a i l , and that 
beyond serving as a base for obtaining funds and £ui instrument 
for contro l l ing expenditures , they do not serve other management 
needs. 
Bad or doubtful debts are the other instance of the 
f inancia l mis-management. According to the Annual Report of the 
Hindustan Housing Factory Ltd . , bad debts amounted to Hs.5U,000 
in 1959-60 and Rs.3 lakhs for 1960-61. The Annual Report of HSL 
showed the figure of R s . 4 . i l lalchs and Us.8.75 lakhs as bad debts 
for 1959-60 and 1960-61 r e s p e c t i v e l y . 
Thus, the management should pay the due a t tent ion to the 
f inanc ia l a c t i v i t i e s of the undertakings. I t nust be competent 
enough to a l l o c a t e the resources according to the requirements 
of the Plan. In an indus tr ia l project there should not be any 
s carc i ty or surplus of resources , so that the laiisuse of finance 
could be avoided and cost of every uni t could it>e minimized. 
C, High Cost of Labour in Public Enterprise 
Apart from the material and f inanc ia l problems, there i s 
yet another problem of poor man-power planning which leads to 
high cost of labour in public en terpr i s e s . Overstaff ing, overtime 
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payments» strained Industr ia l r e l a t i o n s and absenteeism are ooaunon 
In public concerns mainly due to the uncordlal r e l a t i o n s of 
management. Consequently, a dras t i c f a l l In tiie production of 
publ ic sector I s experienced. i\ioreover, the Increasing expenditure 
on the lidi>our maintenance further Increases the cost of labour 
per unit of production. 
(a) Over-staff ing In Public gnterprlset Over-staff ing I s 
be l ieved to be a general malaise In the public undertakings. Both 
the Estimates Committee £ind the Committee on Public undertakings 
have also commented on t h i s feature . Taking a grave view of the 
present s t a t e of a f f a i r s , the Estimates Committee in i t s Heport, 
'on Personnel P o l i c i e s ' has deplored the haphazard system of 
recruitment and stated that ' over - s ta f f ing i s a common feature of 
almost every plant of public sector without regard to proper man-
power plfflinlng or c l a s s i f i c a t i o n or f ix ing of r e s p o n s i b i l i t i e s ' . 
The Committee has nolnted out further that ' in U.S.A. , a mi l l ion 
tonne of s t e e l plant employs 6000 men wherein Jiourkela, there 
are 19,000 employees for a s imilar plant' . 
We can a l so compare this employment p o s i t i o n of public 
sector with private sector in India . In private Ref ineries in 
India , we find that whereas Burma Shel l employs 1400 persons for 
3.75 mi l l ion tonnes and Csso employs about 500 persons for 2.5 
mi l l ion tonnes. The public sector Baraunl Oil project for two 
mi l l ion tonnes employs over 2200 persons. 
1, 52nd Report, Estimates Committee (Third Lok Sabha), 1963-64. 
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The reasons for the over - s ta f f ing are var ious , but an 
inadequate planning for the employment i s the main cause and i t s 
r e s p o n s i b i l i t y l i e s on the poor administration and management. 
The reasons for the over - s ta f f ing are as fo l lows; 
(a ) Lack of man-^ower planning on a s c i e n t i f i c b a s i s in the 
i n i t i a l s tages; (b) lack of re s tra in t i a the i n i t i a l stages 
to l imi t recruitment to manifest needs; ( c ) undertaking 
construction departmentally and attempting to fol low too 
fast a t ime-schedule of construct ion; aid (d) emulating 
governmental patterns in s t a f f i n g o f f i c e s and recrui t ing 
c l e r i c a l s t a f f and c l a s s IV servants on that s c a l e . 
The problem of surplus s t a f f i s common in most of the indus tr ia l 
undertakings of public s e c t o r . According to a review made by the 
Bureau of Public Enterprises , surplus labour in the public under-
takings on 30th S e p t . , 1967 was estimated to be around 15000. The 
various undertakings with surplus labour are given in the following 
tables 
This large number of labour surplus adds an extra burden on the 
project and reduces the i r prof i t -margin. I t a l s o creates the 
labour disputes as a large number of labourers remains i d l e . The 
Committee on Public Undertakings observes that "i t i s well known 
that the surplus s t a f f leads to absenteeism, general l a z i n e s s , 
i n d i s c i p l i n e and thus v i o l a t e s indus tr ia l r e l a t i o n s . I t also 
contributes to unnecessary e3q>enditure" . 
1, 6th Report, Committee on Public Undertakings (Third Lok Sabha), 
4pr i l , 1965, p . 69 , 
- 176 -
TAJJLE - VIII 
Undertakings with the Surplus S t a f f 
Name of the under tak ings Persons 
1. Hindustan S t e e l Ltd. 9214 
2. Indian Oi l Corporat ion 2131 
3 . HEC (Ford Foundry P r o j e c t ) 985 
4 . Ind ian Drugs and Pharmaceut ica l s Ltd, 760 
5 . Bharat Heavy R l e c t r l c a l s 594 
6 . Lie 445 
7. National Mineral Development Corporation 313 
8. Hindustan Aeronautics 135 
9. Central Inland 300 
10. Indian Rare Earths 75 
Sources A Handbook of Information on Public Enterprises, 
Bureau of Public Enterprises, 1969, New Delhi, 1970, 
p. 45. 
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(b) Overtime Payment to workers: I t looks quite strange 
that while on the one side there Is a large number of labour 
surplus In public sec tor there are also Instances of overtime 
Dforments to the s t a f f . I t seems that s t r i c t control was not 
exoerolsed on the payment of overtime allowance in the p a s t . The 
Committee considers that "the regular payment of overtime allowance 
encourages the s t a f f to postpone work beyond the normal working 
hours to enable them to draw overtime" . 
The F e r t i l i z e r Corporation of India having already a 
surplus has further made overtime payments to i t s s t a f f . The 
Sindri un i t of PCI for example) has made a large amount of over-
time payments i n period given i n the table below: 
TABLE - IX 
Overtime Payment Amount 
Year Amount paid 
1964-65 Rs.16.02 lakhs 
1965-66 Hs,15.02 lakhs 
1966-67 Rs,17.57 lakhs 
Source: 43rd Report, Committee on Public Undertakings, 
(Fourth Lok Sabha), Apri l , 1968, p . 35, 
i , 5th Report, Committee on Public Undertakings (Third Lok Sabha), 
April , 1965, p . 3 5 . 
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( c ) Abaenteelsmt Apart from the lacit of In teres t and the 
sense of r e s p o n s i b i l i t y that preva i l s amongst the employees, the 
negl igence and wrong labour management leads to high rates of 
absenteeism in public e n t e r p r i s e s . There are many undertakings 
i^ere a large number of labour remains absent from their duty. 
The table below gives an idea of absenteeism in a unit of public 
s e c t o r , 
TABLE - X 
Table showing the percentage of absenteeism in Hindustan Aeronautics 
Month Aircraft Factory Engine Factory percentage percentage 
April, 1966 
lay, 1966 
June, 1966 
July, 1966 
August, 1966 
Sept., 1966 
October, 1966 
Nov., 1966 
Dec, 1966 
Jan., 1967 
Feb., 1967 
March, 1967 
27.94 
25.10 
22.30 
18.40 
17.30 
18.02 
16.34 
17.30 
16.74 
24.90 
26.60 
24.00 
25,87 
28.08 
24.53 
21.57 
16.87 
17.14 
17.14 
15.94 
15.80 
24.79 
23.36 
23.02 
Sources Committee on Public Undertakings, on Hindustan 
Aeronautics, i967'-68 (Fourth Lok SabhaJ, p. 54, 
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(d) Industr ia l Relations In Public Enterprise: The State I s 
c a l l e d the 'Model Eaiployer' as i t provides some extra amenities 
to i t s enployees . But the employees for whom State makes spec ia l 
considerat ion create problem for the e n t e r p r i s e . One of the 
reasons of poor performance of public undertaicings i s labour 
dispute and i t has become chronic d i sease for the undertakings. 
S t r i k e s , go-slow, gheraos and other forms of d irect act ions by 
employees have become the order of the day in public s e c t o r . 
At one t im«, i t was thought that public ownership of 
Industr ies would be a factor making for be t t er indus tr ia l re la t ions , 
The workers would do b e t t e r when they would think that they are 
not working for p r o f i t of pr ivate employer but for the common 
good of the community as a whole. But actual ly the experience 
has been reverse . 
As compared to the i n i t i a l years of development of public 
s e c t o r , the indus tr ia l r e l a t i o n s were s a t i s f a c t o r y in the mid-
s i x t i e s . During the i n i t i a l years , the managers in some of the 
public sector undertakings were not famil iar with the r u l e s , 
regulat ions and the ob l igat ions of the Factozy Act and of various 
labour laws. But in the m i d - s i x t i e s , the presence of public 
opinion and the clamour of trade union organizations by the 
managements of public sector undertakings of the ir dut ies and 
r e s p o n s i b i l i t i e s under the various labour laws made the re lat ions 
c lo ser with the management. Healthy conventions and prac t i ce s 
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a l s o grew. Simultaneously, many new amenities were provided for 
workers* townships, housing p r o j e c t s , free or subsidised t rans -
port ion , ho l idays , at heal th re sor t s e t c . became an integrated 
part of the welfare prograsames of most public sector undertakings. 
But s ince l a t e r ha l f of the s i x t i e s , the s igns of strained 
i n d u s t r i a l r e l a t i o n s were v i s i b l e . Since then heavy l o s s e s have 
been incurred in terms of man-days. During l a s t f i v e years , i . e . , 
from 1965 to 1970, the number of man-days l o s t as a resu l t of 
i n d u s t r i a l unrest had r i sen nearly three t imes , from about 6.5 
mi l l ions to 19 m i l l i o n s . Industr ia l disputes during 1963-69 shows 
that man-days l o s t were highest in the mines i n d u s t r i e s followed 
by the major p o r t s . Regional ly , W. Bengal headed the l i s t for the 
indus tr ia l d i spute . In 1969-70 i n Durgapur alone 475184 man^ours 
were l o s t in the plant as a r e s u l t of disruption of work. During 
t h i s period, there had been as many £ts 33 gheraos, 159 demons-
t r a t i o n s , 368 i l l e g a l work-stoppages, 927 slowdowns and 3798 cases 
of refusal to work. According to the Chairman, USL, there Had 
been tremendous ind irec t loss on account of care less handling of 
equipment, negl igence of maintenance, fragment and abrupt thermal 
shocks suffered by equipment at high tei^erature due to work-
stoppage. Against a planned production target of 3 ,12 ,000 tonnes 
of ingot s t e e l for the period i^)ril - July , 1970, the output w«tfi 
around 224000 tones . I t estimated a l o s s of more than a crore 
of rupees every month from April onwards mainly because of d i s -
turbed labour s i t u a t i o n . 
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The Indian Air l ines look-out i n 1970 has cost to the 
Central Government a l o s s of about Us.98,000 per day in terms 
of custom and exc i se dut ies on av ia t i on , fuel and o i l . On the 
employees s i d e , the wage l o s s was of about Rs*3 l ^ h s per day. 
There are several reasons of the p e r s i s t e n t indus tr ia l 
unrest in public sector undertakings. The factor most responsible 
i s the lack of d i s c i p l i n e and sense of l oya l ty among workers as 
a l so the m u l t i p l i c i t y of trade imions and i n t e r or intra-union 
r i v a l r y . Another important cause i s strained r e l a t i o n s among the 
management and labour. 
A sense of s e l f i s h n e s s has developed amojtig the eDq>loyees 
of the public s e c t o r . They want to earn by a l l means caring 
l e a s t whether the concern i s running in l o s s e s . In several c a s e s , 
disputes between management and labour have errupted i n t o un-
fortunate inc idents involving acts of v io lance and disturbance 
of law and order at the s i t e of the factory . iPor example, in 
Nov. 1970 , the Hindustan Machine Tools Unit of Bangalore has 
to lockout to avoid such unfortunate s i t u a t i o n o . 
1. In Nov. 1970, the dispute over the Bonus enforced the H^ >(T, 
I & I I Bangalore to lookout. The Hi^ T at Bangalore was one 
of the f i r s t publ ic sec tor undertakings in the country to 
give 20 per cent bonus to i t s employees for the year 1964-65 
and 1965-66. But due to recess ion during 1966, the MMT was 
the f i r s t to suf fer on account of the very low order of 
investments in industry genera l ly . As a retmlt RlAt made 
only a marginal p r o f i t during the year 1966-67. Therefore, for 
that year the minimum statutory bonus of only 4 per cent could 
be paid. Being d i s s a t i s f i e d the union ra ised an Industr ia l 
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S t r i k e s , apart from the monetary surplus of the concerns, 
a lso a f fec t the production of Indus tr i e s , There are also cases 
of sabotage by the s t r i k i n g workers. There have been s t r i k e s In 
Hospitals where pa t i en t s have been l e f t uncared for and some of 
them died as a re su l t thereof . In t h i s s a d i s t i c p leasure , trade 
unions movement has l o s t s i g h t of human cons iderat ions and the 
worker's s t r i k e i s no longer the s t r i k e against management, i t 
has become the s t r i k e against soc i e ty as a whole. In order to 
avoid the unhappy s i t u a t i o n , Government i s now taking the p o s i t i v e 
s t e p s . Recently , the Union Minister for Labour at an employers' 
representat ives meeting offered f u l l cooperation in many genuine 
atten^t to bring indus tr ia l peace and i n i t i a t e s teps to Increase 
production and product iv i ty . He said that the epidemic of 
c losures in s e n s i t i v e areas l i k e West Bengal and other places 
was Jeoperdising the indus tr ia l cl imate in the country* He c a l l e d 
Dispute, which was referred to the National Industr ia l Tribunal 
Calcutta , which not only upheld the computation of bonus made 
by the Company, but i t s dec i s ion to pay the s tatutory minimum 
bonus of only 4 per cent for the year 1966-^7. The union demanded 
20 per cent bonus for the year 1969-70 and did not accept the 
o f fer of 4 per cent . FVirther they launched a la i l i tant ag i ta t ion 
on 19th Oct . , 1970. On t h i s the o f f i c e bearers and Committee 
members of the recognized union gate crashed i n t o the prec incts of 
the Chairman and Managing Direc tor ' s res idence . From 21 Oct . , 
they staged 'Dhama' outs ide the Pactoiy ga te . During s h i f t 
break, they held gate meetings and the speeches and aimed at 
character assetsslnation of the Management personnel . On 4th Nov., 
1970, the Union gave a s t r i k e no t i ce informing that they w i l l go 
on s t r i k e from 19th Nov., 1970. Therefore, such v i o l e n t a c t i v i -
t i e s and s t r i k e s no t i ce l e f t the management with no other option 
but to declare a lockout e f f e c t i v e from 9th Nov., 1970 (Hindustan 
Times, Nov. 17, 1970), 
1. Hindustan Times, 24th May, 1971. 
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upon the employers' organization to ensure reopening of c losed 
i n d u s t r i a l uni t s and place a voluntary ban on further c lo sure , 
Further, he said the employers should endeavour to promote a 
c l l a a t e of indus tr ia l peace by creat ing a staiale base for indus-
t r i a l r e l a t i o n s and looking at problems with s o c i a l i n s i g h t . 
( e ) Expenditure on Employees! We have seen how over-
s t a f f i n g , overtiuie payments and the growing labour unrest ra i se 
the cos t of labour per unit of production. Yet another factor 
which adds to the cos t of labour in public sector undertakings 
i s the various schemes of township and labour amenit ies . The 
expenditure on township, upto 31st :>iarch, 1970*, was of the order 
of R8.264 orores which i s in fac t a large amount. Subsidy per 
employee in terms of welfare expenditure in the undertakings also 
accounts for a considerable amount. The table below shows a 
notable di f ference between the per employee welfare expenditure 
made by the enterprise and the income of s e r v i c e s received from 
the employees. 
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TABLE - XI 
Welfare Expenditure made by the Undertaking 
Tot i l Expenditure 
Income from employees 
Subsidy Involved 
No. of employees 
Subsidy per employee 
1966-67 
Nansal u n i t 
( R s . ) 
2573955 
715285 
185 86 70 
4013 
4 6 3 . 1 6 
Ne:rvell L i g n i t e 
Corporati on ( H s . ) 
22i)665307.24 
4047390 .45 
18918416.79 
17466 
1083 .15 
Sources Report of the Study Group on Labour Problems in 
Public Sector , National Commission on Labour, 
New Delhi , 1968, p . 37. 
D. Lack of Autononqr of the Management 
For e f f i c i e n t working of the public enterprise i t i s 
e s s e n t i a l that there should not be any outs ide interference* 
The General Manager or the Managing Director of Public sector 
undertakings, apart from having r e q u i s i t e knowledge, must a l s o 
have the r e q u i s i t e authority to help and guide the depcurtmental 
managers in t h e i r work. They must enjoy real luitonomy within 
the framework of general ru les l a i d down and must be held 
responsible for the r e s u l t s . Day-to>da/ dec i s ions should be 
t h e i r concern. The f l e x i b i l i t y of operations u l l l be poss ib le 
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only i f they enjoy a reasonable degree of freedom. But manage-
ment does not enjoy th i s p r i v i l e g e and there i s always an I n t e r -
ference by the Government o f f i c i a l s In the day-to-day working 
of the operat ion. The lack of autonomy Is one of the reasons 
of i n e f f i c i e n c y of management of public e n t e r p r i s e s . 
E f f i c i en t conduct of Industr ia l and business enterprise 
requires that operational dec is ions should be prompt. But in 
public enterpr i se ) the frequent Interference by the Government 
causes delay in taking the operational d e c i s i o n s . In e f f e c t , 
"public undertakings have become adjuncts to Min i s tr i e s and were 
being treated more or l e s s on the same l i n e s as any subordinate" . 
The achievement of the objec t ives depends upon the f a c i l i -
t i e s and freedom that the management and the teams under them 
enjoy. "The outstanding achievements of the Kenaults Corporation 
of France and the ENfl, the I t a l i a n owned Oil Combine are e n t i r e l y 
2 
due to the ir autonomy and e f f e c t i v e administration" . But in s o -
c a l l e d autonomous undertakings, the autonomy Is the exception 
rather than the r u l e . This leaves l i t t l e room for the i n i t i a t i v e 
of the project administrat ions . The regulat ions and the mul t i -
p l i c a t i o n of controls do not contribute material ly e i t h e r to 
b e t t e r functioning of tiie economy or to fu l f i lments of the 
Government's s o c i a l o b j e c t i v e s . 
1. Report of the Study Team on Public Sector undertakings. 
Administrative Reforms Commission, New Delhi , June, 1967, p . 66 , 
2. Sankara Subramanyam, K.A. The Public Sector ~ A Hindustan 
Times Survey, The Hindustan Times, New Delhi , 1961. 
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I t i s a common complaint that i f any Government o f f i c i a l 
holds some power in the e n t e r p r i s e , he e x p l o i t s i t for h i s own 
ends. As a r e s u l t , many steps are taken regardless of the 
economies of the en terpr i s e s . To serve the p o l i t i c a l ends, several 
undertakings have been approved in unsuitable l o c a t i o n s . Due to 
the f o l i t i o a l pressure , recruitment of l oca l people i s made 
i r r e s p e c t i v e of the ir being trained for the Job. In Parliament, 
n^en the debate takes place for the working of any enterpr i se , 
i t becomes d i f f i c u l t to locate the real problem faced by the en ter -
p r i s e . Questions on public undertakings often concern the day- to -
day administration rather than the concrete p o l i c i e s for successful 
operation of the en terpr i se . 
E. Other Factors Affecting; the Performance of Fublic Enterprises 
Apart from the above f a c t o r s , some other factors are there 
which af fec t the normal course of operation i n public s e c t o r . These 
includes ( i ) re l iance on foreign expert s , ( i i ) lack of raw material , 
and ( i l l ) transport bott lenecks e t c . 
Reliance on foreign experts in some cases has resu l ted in 
dele^ in oosunlssloning of the p l a n t s . In the i n i t i a l s t a g e s , i t 
was, of course, e s s e n t i a l to obtain the sex*vices of foreign 
consultants and col laborators in set t ing-up the public sector 
projec t s as the r e q u i s i t e technical know-how was not ava i lable in 
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the country. There was hardly any Industr ia l public undertetking 
i n the country which had been set-up without the help of the 
foreign consu l tants . The delay in Heavy Engineering Corporation 
was due to Russian experts . They arrived about 6 months late* 
and accordingly, the project was delayed. 
The managers are h e l p l e s s vHien sometimes raw-material i s 
not avai lable in time for the concern. A number of projects have 
experienced d i f f i c u l t i e s in importing raw-material components, 
p lants and machineries. The ch ie f factor responsible for th i s i s 
the n o n - a v a i l a b i l i t y of foreign exchaige. The Bhi lai S tee l Plant 
was delayed due to the fact that there was considerable delay in 
g e t t i n g proper type of s t e e l e i ther from Russia or from indigenous 
sources . I t delayed the construct ion work by about 8 to 10 months, 
The transport bott lenecks a lso hinders the normal course 
of the p r o j e c t . I t i s because of the fac t that s i t e s s e l e c t e d 
for many of the pro jec t s are away. Many of the public under-
takings have pointed out the d i f f i c u l t i e s and bott lenecks in 
the transport of s tores and raw-materials e t c . , mainly due to 
the lack of a v a i l a b i l i t y of railway wagons in time and in adequate 
numbers. The National Coal Development Corporation pointed out 
that for the transport of cement, d i f f i c u l t i e s were experienced 
due to the n o n - a v a i l a b i l i t y of covered wagons, and the extra cost 
Involved in the transportat ion by road, ranged from Rs.iO to 20 
per tonne. 
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A serious recession during the period 1964-67 resul ted in 
heavy losses to the public sector undertakings in Ind ia . The 
most affected indus t r i e s were the Heavy Engineering and ^lachine 
Tools Ltd. These are the areas tvhere public sector makes a bulk 
of i t s t o t a l investment. In the year 1967-68, the IMf, for the 
f i r s t time since i t s incept ion, incurred a loos of Hs.63.93 lakhs. 
Thus, these problems have hindered the growth of public 
e n t e r p r i s e s , pa r t i cu l a r l y the managerial and i idainis t ra t ive defects 
ra ised the cost of production. They have almost fa i led in main-
ta in ing the cordia l r e l a t i ons with the labour which created 
several problems. On the other hand, the pricing policy of the 
Government has reduced the revenue of the undertakings, which 
consequently, minimized the profit-margin of the public sec tor . 
Conclusion 
Prom the foregoing discussion, the reasons of poor pe r -
formance of public sector undertakings have become c l e a r . The 
factual information avai lable c l ea r ly indica tes the r i s ing trend 
of cost of production in public undertakings. Public sector 
suffers most due to the wrong pleuining at the preliminary s tage. 
Inadequate a t tent ion at the planning stage leads to the prolonga-
t ion of the period of construction of the p ro j ec t s . Again, due 
to the unsui table assessment of demrmd ana lys i s , few undertakings 
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have u t i l i z e d the ir i n s t a l l e d capac i ty . At the same time* 
Imp roper market s trategy for the production leads to heavy 
aooumulatlon of i n v e n t o r i e s . Over^staffing and the overtime 
payments are found almost in every project of public sec tor which 
r a i s e the cost of labour per unit of production. These factors 
are not found general ly in the pr ivate s e c t o r , as the private 
entrepreneurs pay enough a t t ent ion to the cost-accounting of the 
en terpr i s e . The management personnel in pr ivate sector are most 
con^etent. They deal e f f i c i e n t l y with a l l the problems to make 
the pro f i t handsome. .Mioreover, the publ ic sector projec t s have 
become the v i c t im of p o l i t i c a l motives , as the undue interference 
at the Minis ter ia l l e v e l i n h i b i t s t h e i r normal course of working. 
Due to these f a c t o r s , the role of public enterprise in the creat ion 
of resources for economic development has not been quite s i g n i f i c a n t , 
But i t does not mean that there i s no scope In expanding the growth 
of public sector undertakings. In f a c t , the p o t e n t i a l i t i e s for 
resource mobi l izat ion are inherent in public e n t e r p r i s e s . A 
balanced approach of more f a c i l i t i e s to the people as wel l as the 
resource creat ion can be e^plied in the public enterpr i se . A 
s c i e n t i f i c pr i c ing p o l i c y can beeur the f r u i t f u l r e s u l t s . Proper 
planning and the e f f i c i e n t management can bring tlie public en ter -
p r i s e s at l e v e l where they can make a p o s i t i v e contribution for 
al l-round development of the country. I t i s in th i s perspect ive 
that the various correct ive measures to improve the working of 
public enterprise are given in the succeeding C h ^ t e r . 
C H A P T E R - V I 
C H A P T E R - VI 
POTENTIAUTIES OP PUBLIC EMTERPRISE FOR EFPSCTIVE RSSOURCE 
MOBILIZATION 
Introduction 
The analys i s of the grovth of publ ic enterprise in India 
has rerealed that in the l a s t few years a huge investment has 
been made in them and a large number of c a p i t a l goods industr ie s 
have been e s t a b l i s h e d . The growth of c a p i t a l goods indus tr i e s 
i s important in Va& sense that they work as growth centres €iround 
n^ich further development takes place* The purpose of e s tab l i sh ing 
these indus tr ia l projec t s was to check the concentration of economic 
power, to make a thrust ful move towards rapid and d i v e r s i f i e d 
indus tr ia l development, to take the country towards s e l f - s u f f i c i e n c y 
in the indus tr ia l production and to create surplus eeurnings for 
financing the Five Year P lans . Therefore, in th is respec t , one 
may ask n^at good has actual ly come out of the vas t public sector 
investment? Let us f i r s t of a l l find out the p o s i t i v e r e s u l t s 
which have actual ly been achieved through the public sector 
industr ies* These indus tr i e s have served an a f f e c t i v e instrument 
for achieving s o c i a l euid economic object ives* Serious gaps in 
the economy, p a r t i c u l a r l y in the f i e l d of heavy indus tr i e s such 
as manufacture of s t e e l , heavy machine t o o l s , heavy e l e c t r i c a l 
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equlpnentSf explorat ion and re f in ing of o i l , manufacture of heavy 
ohemloalg and f e r t i l i z e r s and the indigenous production of defence 
equipment have been, to some ex tent , overcome through public 
e n t e r p r i s e s . Having regard to the value of t o t a l production of 
f in ished products of the publ ic sec tor I n d u s t r i e s , the huge savings 
i n terms of foreign exchange can most e a s i l y be in ferred . Bes ides , 
the undertakings have saved foreign exchange by producing such goods 
which have othervise been imported. Public sec tor plays an i i ^ o r -
tant ro le by providing fresh Job opportunit ies for both s k i l l e d and 
unski l l ed labourers . Also, working as a 'model--empl(^er' i t 
provides var ious Indirect bene f i t s to i t s employees. Further, by 
putt ing an addit ional investment i n the backward areas to bring 
them at par with the developed ones, publ ic s ec tor reduces regional 
d i s p a r i t i e s . iAoreover, publ ic undertakings represent a landmark 
in the transformation of a predominantly rural country i n t o an 
i n d u s t r i a l one. 
But in s p i t e of such a v e r s a t i l e ob jec t ive s of publ ic 
enterpr i ses and the huge investment there in , the c r i t i c i s m s against 
them are spread widely throughout the country, r u b l l c enterprise 
can claim no v i r t u e s unless i t functions e f f e c t i v e l y as an i n s t r u -
ment of production and as a creator of new wealth . Like the private 
s e c t o r , public enterprise a lso must stand or f a l l on the t e s t of 
e f f i c i e n c y , p r o f i t , s erv i ce and technologica l advance. The analys is 
of the working of publ ic sec tor has revealed that there i s a vast 
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gap between Idea l s and pract ice and I t has f a i l e d to bring desired 
r e s u l t s to the nat ional economy. The ro le of public sec tor e n t e r -
p r i s e s as a source of resource mobi l izat ion for the economy i s not 
p o s i t i v e as t h e i r pro f i t margin i s i n s i g n i f i c a n t . The undertakings 
of the publ ic sec tor are not working to the ir f u l l e d a c i t y . They 
are lagging far behind in the ir production tairgets. The cos t of 
production I s h igh , and, consequently, the p r o f i t margins are low. 
Analysing the problems faced by publ ic s ec tor in India , 
we henre seen that the public sector undertakings have suffered 
in t h e i r working due to various reasons. As a resu l t of adminis-
t r a t i v e and managerial d e f i c i e n c i e s , the cost per unit of produc-
t ion i s subs tan t i c d l y high while revenue earnings of some of the 
publ ic sec tor operations are low due to the ir pr ic ing p o l i c y . 
Defect ive s e l e c t i o n of managerial s t a f f created a gap of s k i l l e d 
and trained management. Wrong planning of project have led to 
delay in completion of project schedule. Lack of material manage-
ment and inadequate at tent ion on the demand analys i s caused heavy 
stock of raw-materials and f in i shed products iu-as-much-as de fec t ive 
personnel management caused over-s ta f f ing and ind i i s t r ia l d i sputes . 
Last but not the l e a s t , publ ic sec tor in India i s a lso a v ict im 
of p o l i t i c s and many dec is ions are taken under undue p o l i t i c a l 
pressures . 
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Suggestions for Reforaa 
The foregoing discuss ion showst (a) that publ ic enterprises 
hare achieved success only In some s p e c i f i e d areas and could not 
meet the needs of the country despi te c o l o s s a l Investments made 
there in , (b) that publ ic enterpr i ses hove f a i l e d to mobilize 
adequate resources for economic development through the ir monetary 
returns , ( c ) that the i r ro le In c a p i t a l formation has not been a 
s i g n i f i c a n t one. Natural ly , the question eurlses: i^at reforms 
are necessary In order to get r id of t h i s s t a t e of a f fa i r s? In 
t h i s Chapter I have made various suggest ions to Improve the p e r -
formance of public enterpr i ses so eis to make them an e f f e c t i v e 
Instrument for economic development. These include reor ientat ion 
of the ir pr ic ing p o l i c y , e f f i c i e n t and enl ightened management, 
autononqr of management, e f f e c t i v e materials management, f inancia l 
management and personnel management, co-ordination among d i f f erent 
departments, proper planning, demand analys i s and market strategy 
euid introduct ion of various Incentive schemes e t c . , tvhlch \d. l l be 
helpful In the attainment of the desired o b j e c t i v e s . 
In our view the pract ice of a de l iberate po l i cy of low 
price adopted by the Government operations for gains in other 
sec tors of the econonqr and the conservative pr ic ing po l i cy pursued 
by the publ ic undertakings n^lch does not permit them to earn high 
p r o f i t s as pr ivate enterprise do with the same l e v e l of Investment, 
should be given up. A rat iona le pr ic ing po l i cy should be evolved 
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go that the prodootion of goods and serv i ce s by the public en ter -
pr i s e s may create substant ia l resources for economic development. 
Indeed, public enterpr i ses hatve a s i g n i f i c a n t contribution 
to make in the process of economic development not only by way of 
t h e i r d irect contribution in augmenting the t o t a l nat ional output 
but a lso in terms of the resources they can generate for further 
development. Undoubtedly, publ ic enterpr i ses should a lso make 
p r o f i t s and should general ly a s s i s t in the harnessing of resources 
for future growth. There was a time when the concept of "no-
prof i t-no-loss** bas i s was considered appropriate for the public 
sec tor enterpr i ses but the irre levance of t h i s theory, part icu lar ly 
in the context of the developing economies, has been general ly 
accepted. The price po l i cy of public enterpr i ses have to be broadly 
guided by the paramount considerat ion of providing not only an 
adequate return on c a p i t a l but a lso the necessary surplus for 
further expcmsion. 
When the price po l i cy of public enterpr ises i s geared to the 
mobi l i sat ion of a substant ia l surplus , cer ta in dangers are expected 
to come in forefront . As t h i s method of resource mobi l izat ion i s 
administrat ively convincing and p o l i t i c a l l y p r a c t i c a b l e , the 
Government may have the temptation to exp lo i t i t s monopoly pos i t i on 
and to r a i s e the pr ices frequently which i s incons i s t ent with the 
publ ic p o l i c y . But the danger may not be rea l because in the 
rev i s ion of p r i c e s of the products of publ ic e n t e r p r i s e s , the 
State may give top p r i o r i t y to s o c i a l considerat ions ni^ich are 
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fundamentally d i f f erent from those ifhlch the private sector has 
In r a i s i n g pr i ces In order to f l e e c e the consumers. Thus» the 
pr ivate enterpr i ses have p r o f l t - o r l e n t a t i o n to the u t ter neg lect 
of s o c i a l cons iderat ions . On the contrary, In puhllc e n t e r p r i s e s , 
s o c i a l ob l i ga t ions are equally loqjortant alongirLth the p r o f i t 
motive. So In the publ ic s e c t o r , pro f i t I s not n e c e s s a r i l y Incon-
s i s t e n t with public purposes, but i t may I t s e l f c o n s t i t u t e a public 
purpose, even If I t remains secondary. Therefore, the enterpr i ses 
must adopt appropriate pric ing p o l i c i e s in order to achieve a 
s a t i s f a c t o r y rate of return on investment. However, i f they do not 
make a good return on investment, then at l e a s t they should not be 
run on l o s s e s . In the i n i t i a l s tages of production, when an en ter -
p r i s e may not earn s u f f i c i e n t l y to cover the cost with large expendi-
tures on s o c i a l overheads and f ixed c a p i t a l , i t may not f i x i t s 
pr ice on the bas i s of i t s c^sts t i l l i t has reached the break-even 
l e v e l . But a f ter the promotional phase i s over, the enterpr ise 
should endeavour to make a normal p r o f i t . In any circumstance, 
the public enterpr i ses should not incur l o s s e s as no consumer i s 
served best and no nation prospers i f an iiqiortant public e n t e r -
p r i s e goes bankrupt. Contrary to i t , p r o f i t s are required in a 
plcmned econoBQr jus t as we c o l l e c t revenue for economic development 
through taxat ion , borrowings and foreign a s s i s t a n c e . I f the p r o f i t s 
are not mopped up from public e n t e r p r i s e s , then the public authori -
t i e s have to re ly heavi ly on taxat ion and the d e f i c i t f inancing, 
which does not give r e l i e f to the public in comparison to high 
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pr i ce s of the product they consume. Thereforey there must be a 
target of surplus return on c a p i t a l enqployed i n the public 
e n t e r p r i s e s . 
I t i s encouraging to note that in regard to the cost and 
pr ice s t u d i e s , the Government has a s ta tu tor i ly e s tab l i shed body 
in Tarif f Comnission, a Bureau of Industr ia l Costs and pr ices 
e s tab l i shed under a Government's Resolution and, in addi t ion , the 
organization of the Chief Cost Accounts Off icer and the Bureau of 
Public Enterprises . Their recommendations on the public enterprises 
f inanc ia l pos i t i on based on assessment of the cos t of production 
with a return on capital-employed i s in the range of 8 to 16 per 
cent which i s expected to cover bonus to employees, i n t e r e s t on 
borrowing c a p i t a l , taxes and dividends. 
I f , on the other hand, emphasis in any product i s on s o c i a l 
cons iderat ions then i t must be c l£ ir i f ied in the plan p r o j e c t . 
Instead of incurring l o s s e s in providing the s e r v i c e s to the 
community by keeping the pr ices eurt i f ical ly low, i t i s suggested 
that a subsidy should be shown separate ly . This i s necessary 
because i t would not a f fec t the working of undertaking even i f i t 
runs on l o s s e s and the image of public sec tor would not be d i s tor ted . 
On the other hand, working w i l l a lso be a f fec ted i f the pr ices 
are extraordinari ly high to r a i s e the p r o f i t s as i t w i l l c u r t a i l 
the demands of the consumers. But by r a i s i n g the p r i c e s , under-
taking should make surplus which may be ploughed-back for the 
expansion of industry and thus increase the production capaci ty . 
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which w i l l automatically keep down the pr i ce s and w i l l create 
more demands* I t I s In teres t ing to note that Hindustan Machine 
Tools , iriiloh made adequate p r o f i t s , almost a l l of which were 
ploughed-back Into the expansion and construct ion of new plants 
at d i f ferent p laces made poss ib le for the Conqpemy to supply a 
large share of domestic demand at pr ices r e l a t i v e l y cheaper than 
even Import p r i c e s . 
One con^lear considerat ion in the determ^lnation of pr ices 
of public enterpr ises i s the finding of f inanc ia l resources to 
pay for the expansion of economic overheads and f a c i l i t i e s provided 
by them. With the growth of publ ic investment in the economy, 
expenditure on economic and s o c i a l overheads i s enormous. In view 
1 
of t h i s , the pr inc ip l e of f u l l cos t pr ic ing should be applied . 
Full cos t s are relevant in the long-run when an enterprise expands 
i t s plant and equipment because the future of public enterpr i ses 
i s not the short-run but the long-run. Hence, ins tead of var iable 
c o s t , f u l l c o s t s should be counted. 
Adoption of f u l l cost pr ic ing redses another important 
i s s u e . Whether average cos t or marginal cost should be taken in 
determining pr i ce s of a unit of product? I t i s maintained that 
pr i ces in public enterpr i ses should be f ixed on the bas i s of 
marginal cos t p r i n c i p l e , so as to ensure an optimum a l loca t ion 
of resources . This pr inc ip le would lead to ma:d.muffl output. 
However, there are several d i f f i c u l t i e s in measuring marginal 
cost which make the ca l cu la t ions of cos t arbi trary , s p e c i a l l y 
1. Pul l cos t s include the a l t ernat ive cos t of the firm and the 
normal p r o f i t s . They a l so cover i n t e r e s t on the funds invested 
by the owner. 
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trhere an industry produces a nunber of i t ems . In India , the 
narginal cos t in the short-run i s bound to be d i f ferent for the 
long-run cost and hence» i t i s necessary to talice i n t o account not 
only the current cost but to be able to foreoasst the future. Besides 
marginal cos t pr inc ip l e means maximum u t i l i z a t i o n of capacity irtilch 
cannot always be achieved. Therefore, t h i s question assumes more 
s ign i f i cance par t i cu lar ly when there i s always a degree of monopoly 
power in publ ic e n t e r p r i s e s . I t i s general ly f e l t that marginal 
cos t pr ic ing leads to huge p r o f i t s at the eiqpense of consumers. 
I t would then appear that the concept of pr ice being equal 
to average cost (AC) i s more v a l i d as a pr ice theory for a develop-
ing economy l i k e ours. However, th i s theory i s hedged by l i m i t a -
t ions ar i s ing out of d i f f i c u l t i e s involved in correct ly measuring 
a l l inputs . The time factor i s another i i^ortsmt element in pr i c ing . 
That i s why, i t i s argued that pr ic ing in public enterpr i ses should 
cover current cost as well as cap i ta l c o s t . 
In order to cover f u l l cos t of products of the undertaking, 
the concept of oos t -^ lus has been the c r i t e r i a of the pricing 
p o l i c y . But an important i s s u e in working out t h i s c o s t - p l u s 
formula i s the e f f i c i e n c y of the en terpr i se , because consumer i s 
not expected to pay for i n e f f i c i e n c i e s vrtiioh are widespread in our 
public e n t e r p r i s e s . The cos t -p lus formula has been general ly 
adopted in the case of undertaking i^ose products are purchsised 
by Government, The Indian Telephone Industr ies entered i n t o a 
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f ixed pr ice contract with s e l l i n g p r i c e s as on I s t Apri l , 1963 eus 
the basci and an esca la t ion c lause to adjust increases in cos t s 
r e l a t i v e to the base year . I t i s soffletimes argued that the c o s t -
plus formula impairs the keeness of the management to reduce 
pr i ce s and might even lead to a s i t u a t i o n in nhioh an undertaking 
f inds that i t can earn larger p r o f i t s i f i t s c o s t s are higher. 
To avoid the pr inc ipal shortcomings of c o s t - p l u s formula 
the system of using the landed-cost of s imilar products as a norm 
for f ix ing fa ir pr ices has been adopted in respect of undertakings 
l ike Heavy E l e o t r i c a l s , Hindustan Machine Tools and Heavy Engineer-
ing Corporation e t c . I t i s asserted that the landed-cost formula 
has the advantage that i t introduces a co iq)et i t ive element in the 
pr ice of public enterprise operating under monopoly condit ions 
and that i t should be applied in respect of a l l such undertakings. 
But landed-cost i s not to be regarded as a par t i cu lar norm for 
comparison of pr ices and i t includes many elements. In such 
circumstances, the c . i . f , pr ice plus the countervai l ing duty, 
i f any, should be regarded as the standard of cooqparison. But 
in cases vrhere the imported goods have the benef i t of export 
subs id ies in the countr ies of o r i g i n , the c . i . f . pr ice should be 
proportionately weighed, pr i ces determined on th i s bas i s w i l l 
a l so give an i n d i c a t i o n of the soundness or Atherwlse of the 
Investment made in the pro jec t . Although i t has cer ta in advantage 
but i t i s not of universal appl icat ion to a l l such Industr ies or 
undertakings. For example, the HMT can s e l l the i r products at a 
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price s u b s t a n t i a l l y lower than the c . l . f . pr ice of s imi lar i tems, 
while the ileavy E l e c t r i c a l s and Heavy Engineering Corporation are 
not in such a p o s i t i o n . To a cer ta in ex ten t , i t can be said that 
these var ia t ions jure the r e s u l t of o v e r - c a p i t a l i s a t i o n in one 
project as compared to another but general ly they are due to the 
d i f ferent circumstances in which the undertakings find themselves. 
I t i s to be remembered that wherever public undertakings are 
operating under non-competitive condit ions and where the number 
of buyers of the product i s l imi t ed , the price l e v e l should be 
determined on the b a s i s of c . l . f . value of simJ.lar items in pre -
ference to the cos t -p lus formula. 
However, the a b i l i t y to produce goods at cos t s matching 
the c . l . f . pr ice of s imi lar goods w i l l d i f f e r from undertaking to 
undertaking. Therefore, a deta i l ed examination of the cost 
structure of the products of the undertaking concerned should be 
undertaken to determine the l e v e l of permissible dev ia t ions . For 
th i s purpose, the Government can u t i l i s e the machinery of the 
Tariff Commission or the Cost Accounts Organization of the 
Ministry of Finance. 
As the p o l i t y of the Government in a developing econonqr i s 
to encourage Investment and discourage consumption, discriminating 
pr ice po l i cy could be applied to achieve the r e s u l t s for surplus 
earnings . For i n s t a n c e , coa l , mineral, o i l and e l e c t r i c i t y are 
a l l production as well as consumption goods and i f pr ices are so 
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f ixed as to charge l e s s for production purposes eind more for 
consumption purposes, the Government's pol icy would become 
e f f e c t i v e . Thus, the use of a product having higher e l a s t i c i t y 
could be charged lower pr ice and the use of a product having 
lower e l a s t i c i t y , a higher p r i c e . Pr ices maiy be discri inlnatlng 
between consumers, i . e . , higher pr ices may be charged to those 
who can p ^ more for the same commodity than those who cannot 
afford to do so . This has been proved to be useful method for 
earning surplus from the public enterpr i ses which can be invested 
in further developmental a c t i v i t i e s of the nat ion . 
There cure cer ta in cases of inter-^ndertaking disputes on 
pr i ces between the indus tr ia l undertakings. To remove the b o t t l e -
necks in such c a s e s , a suggest ion has been made by Administrative 
Reforms Commission for s e t t i n g up a permanent Commission, a kind 
of central pr ice commission in resolving inter-undertaking disputes 
on p r i c e s . This Central Commission should pay at tent ion on the 
survival of the producing concern, i . e . , the concern must get 
s u f f i c i e n t earnings to expand. 
In short , pr ice pol icy pursued by the public enterprises 
must be decided u l t imate ly in r e l a t i o n to the needs of the economy. 
And these needs in both developed and l e s s developed economies are 
to promote adequate c a p i t a l formation, to make the cost structure 
lowest and to use the resources ,-3S economically as p o s s i b l e . 
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Secondly, In order to mobilize adequate resources for 
econonlc development, i t I s necessary that the public undertakings 
should be manned by e f f i c i e n t and enl ightened management. The 
p r o f i t s of business enterpr ises do not accrue e n t i r e l y through 
the mechanism of pr ic ing or from the simple laws of demand and 
supply. An e f f i c i e n t management which has t i gh t grip over a l l 
departments and functioning of the undertakings, can secure 
economies of a s i g n i f i c a n t order in the inputs , obtaining them 
at nominal pr ices and using them economically, dispensing with 
the avoidable wastes and overhead and d i s t r ibut ion c o s t s . Unless 
the board of management i s equipped with competent persons, the 
s t a t e of a f f a i r s in the public sector cannot improve. The Board 
of Directors should be a "balanced** one* I t should be the prime 
concern of the Government to s e l e c t the best men avai lable for 
the Jobs. In s e l e c t i n g the members of the Board of Aianagement, 
Government should ensure that a person so appointed does not have 
any i n t e r e s t that c o n f l i c t s with the commercial i n t e r e s t of the 
undertaking, and that he should have fa i th in public s e c t o r . The 
Member of Parliament or the Minister should be kept away from the 
Board of Management of the public undertakings. The main reason 
i s that the Job of a M.P. i s to supervise and to criticise the Boards 
and to Judge them on their performance. The task of supervis ion 
cannot be combined with membership of the Board. 
The method of s e l e c t i o n of the top execut ives in the under-
takings should be cheunged. In place of r e t i r e d c i v i l servants . 
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dynamic and trained managers should be recru i ted . Persons trained 
at the training centres of the management should be absorbed in 
the undertakings. Preference should a l so be given to the personnel 
working within the undertakings, i f they have acquired the necessary 
q u a l i f i c a t i o n . I t i s encouraging to note that the Government has 
decided in pr inc ip le to replace the old execut ive with the new 
cadre of trained and competent managers. The Bureau of Public 
Enterprises should a l so play i t s ro le in the s e l e c t i o n of top 
execut ives for public undertakings. I t should maintain a panel of 
su i tab le persons with a view to a s s i s t the admJLuistrative v i lnis tr ies 
in making appointments to the Boards of public undertakings and 
providing consul tat ion for such senior posts as may be prescribed. 
The whole procedure for the appointments should be systematic and 
action to f i l l up the posts should be taken in advance to avoid 
vacancies remaining u n f i l l e d . Part-t ime o f f i c i a l nominees to the 
Board should not be appointed at a time for two or three Boards. 
They should not be burdened with substantive work that they find 
i t d i f f i c u l t to play Si use fu l part in Board meetings. There should 
not be frequent changes in top posts* For the e f f i c i e n t working 
of the management, the manager should be appointed for a f a i r l y 
long period of tenure. This would enable the person appointed 
to make a s i g n i f i c a n t contribution on the bas i s of the experience 
that he gains in that undertaking. 
Moreover, in order to hav^ e best cadre of top execut ives i t 
i s e s s e n t i a l to provide them incent ives through handsome salary 
- 204 -
and b e t t e r opportunit ies of promotions. Managerial motivation 
in public enterprise i s not an easy task as there are no w e l l -
knit and we11-conceived schemes of i n c e n t i v e s . To take up the 
f inancial incent ives f i r s t , there i s a need for structuring the 
jobs and for re la t ing their s ca l e s of pay to the r e s p o n s i b i l i t i e s 
and s ta tus that go with them. The s c a l e s of pay have to be such 
as would bind the managers to the enterprise ajid spur them to work 
for i t s o b j e c t i v e s . There must be schemes for accelerated promo-
t ions for meritorious work shown in meeting or exceeding the targets , 
The f inancia l incent ives comprise bonus payments, gratui ty b e n e f i t s , 
pro f i t - shar ing schemes, e t c . Regcurding the non-monetary i n c e n t i v e s , 
i t may be s t res sed that these have an equally Important ro le to 
ulay in motivating managerial personnel . I t i s a well known fact 
that the iiq>ortance of non-monetaiy incent ives increeises with the 
increase in the s tatus of a person in an organisat ion . The more 
important non-monetary incent ives are: improveoient in the working 
condi t ions , des ignat ions , authority and control system, assoc ia t ion 
in the po l i cy formulation and execution pract ice e t c . A climate i s 
to be created that the managerial command i s made to f e e l that he 
i s a 'responsible head* of h i s d i v i s i o n or s e c t i o n , over which, 
within certa in constra ints of accountab i l i ty , he w i l l enjoy f u l l 
powers of authority and contro l . However, merit should be the 
only c r i t e r i a for advancement in career . The qual i ty of memagement 
of public sector undertakings has become a matter of v i t a l impor-
tance to our soc ie ty as without i t the public enterpr i ses w i l l not 
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be able to meet the high expectations of the publ ic . Thus, a l l the 
e f fo r t s should be made to get the dynamic and sui table persons to 
manage the undertakings, which can play an important role in 
mobilising the resources for economic development. 
In order to deal with the problems of defective planning, 
proper a t ten t ion should be paid on material management, f inancial 
management and assessment of labour requirements. A number of 
projects that have been taken in the public sector have not been 
completed as per schedule ^ t h the r e su l t that the actual cost of 
each completed project has gone tar beyond the estimated amount. 
Some of the factors which are responsible for delays In the produc-
tion schedule are l a t e supply of working drawings by co l labora to rs , 
l a t e supply of plant schemes, delay in supply or non-ava i lab i l i ty 
of raw mater ia l s , shortage of foreign exchange e t c . Although these 
are mostly beyond the control of the management yet there are a 
number of factors which i t can con t ro l , such as delays in cons t ruc-
t ion , procedural delays, delay in awarding contracts e t c . BO that 
the cost of product may be kept minimum. Also, the cost of the 
products and services should be reduced. The costs of public 
en te rpr i ses have increased due to the Increase in the cost of 
equipment, custom du t i e s , establishment charges, addi t ional f a c i -
l i t i e s to p lants and under-estimation of ce r t a in i tems. Some of 
these costs could be foreseen and control led by b e t t e r management. 
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Adequate a t ten t ion i s not being paid by management to 
encourage managers in construct ion projects in taking respons i -
b i l i t y and timely decision on t h e i r own or by condoning oiinor 
mistakes. Surely, t h i s i s bound to encourage the management to 
complete in much lesser time as compared to pr iva te sec to r . The 
fear of c r i t i c i sm by Audit, Parliamentary Committee i s very much 
exaggerated and i t i s taken as a good cover by indecision or not 
taking decisions by playing safe . We do not hear of public sector 
managers punished for taking quick and timely decision in the 
In t e r e s t of the project which might prove wrong l a t e r on. 
One of the most important things generally noticed in the 
public sector i s the lack of adequate awareness regarding coordi-
nation and team work, each mtmager tending to be i n d i v i d u a l i s t i c 
and deserving to act in i s o l a t i o n . The top management should m£ike 
sincere and pe r s i s t en t e f for t s to make people work as a team by 
regular and frequent consul tat ions among heads of departments and 
at lower l e v e l s . This gives them a sense of Involvement which 
could eas i ly be made good use of. 
The a v a i l a b i l i t y of technical personnel with the r igh t 
exper t ise should be given due consideration so that delay in 
construction could be avoided. I t should be ensured that the 
project report i s considered by the Board of Management in a 
reasonably short period, otherwise a revis ion i s made due to 
changed circumstances and the pr ice l eve l . As soon as the Board 
approves the p ro jec t , action should be taken Imiaedlately. In the 
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locat ion of the unit from the point of view of a v a i l a b i l i t y of 
raw-materials , f a c i l i t i e s of construction and a v a i l a b i l i t y of 
construction materials should a l so be seen. The f e a s i b i l i t y 
report should be supported by a master control net-work for 
contro l l ing i t s operation. 
An important factor involved in the planning for the public 
sector pro jec t s i s re la ted to demand analys i s of the f inished 
p r o j e c t s . A large number of public enterpr i ses in our country i s 
engaged in producing cap i ta l goods, demand for which i s very 
s e n s i t i v e to the f luc tuat ions in the eoonofoy. And at the same 
time, the i r product-mix cannot be e a s i l y adapted to a l t ernat ive 
production. As a r e s u l t , most of them are not working to the ir 
f u l l capac i ty , i^ ich Jeopardises the i r prof i ts . , Therefore, i t 
becomes imperative that independent assessment of the demand of 
projec t s for products should be made by the respec t ive coithority. 
This exerc i se should be repeated p e r i o d i c a l l y . Persons with proven 
a b i l i t y and experience should be drafted for such task who could 
watch the cheuoges in demand caused by 8witoh-o\''er to a l t ernat ive 
products, as for example, the demand for coal has considerably 
reduced -'ue to d i e s e l i z a t i o n and the e l e c t r i f i c a t i o n of rai lways. 
In order to be able to mobilize substant ia l resources for 
economic development, the public enterprise should a l s o take a 
careful review of market trends and prospects . I t must integrate 
the market thinking i n t o a l l s e c t i o n s . Iidarketing i s not mere 
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s e l l i n g , but i t c a l l s for a higher degree of coordination between 
des igners , engineers , production s e l l i n g and finance department 
in order to be responsive to the market demand. Some commendable 
e f f o r t s in t h i s d irec t ion are noteworthy. The H^ iT i s developing 
a s e r i e s of spec ia l types of machine t o o l s and a lso entering into 
new l i n e s of production iHiich hove high market-potent ial . More-
over, the s t r e s s should be given on the production of export items 
so that t h e i r i n s t a l l e d capacity could be u t i l i z e d to the maximum. 
At the same time, i t w i l l solve the foreign exchange problem of 
the country. More than two-third countries of the world are s t i l l 
underdeveloped and they o f f er s i g n i f i c a n t marketing opportunit ies 
to our public en terpr i s e s . Quality and pr ice are two cardinal 
considerat ions which determine the response of the consumers. The 
above provis ion w i l l help in checking inventor:ir accumulation a l s o . 
Thus, the capacity u t i l i s a t i o n would be maximum which would lead 
to the b e t t e r working of enterprise and the maximization of p r o f i t s . 
Moreover, to meet the na t ion ' s requirements of various 
e s s e n t i a l products, d i v e r s i f i c a t i o n of product-mix of indus tr ia l 
un i t s i s e s s e n t i a l . Different types of product of a plant w i l l 
a l so help in c u r t a i l i n g the u n d e r - u t i l i z a t i o n of e d a c i t y , A 
proper assessment of the nature and the extent of Joint products 
and by-products, l i k e l y to a r i s e during the production of p lant , 
should be worked out so that adequate arrangements about t h e i r 
u t i l i z a t i o n could be made. Also i n t e r - u n i t r e l a t i o n of production 
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w i l l be he lpful in d ispos ing of the i d l e products . F i n a l l y , the 
nanagement should adopt the modern ways of inventor ies s torage . 
So far as the f inancia l manageoient i s concerned, the 
Financial Director should attempt h i s best to keep the operation 
away from the f inancia l c r i s i s . He should determine the fineuioial 
resources required to meet the QOBipany*B operating programmes. He 
would be able to assess the nature and extent of these requirements 
to be met by internal generation of funds and by external resources . 
The Financial Director should develop the best plans to obtain the 
external funds needed for the operation. In p a r t i c u l a r , equity 
and loan r a t i o must be changed, so that the burden may be minimised. 
This requires enhancing of equity p a r t i c i p a t i o n and reduction in 
dependence on loan cap i ta l on irtiich substant ia l amount i s paid in 
the form of i n t e r e s t . Further, a d i f f e r e n t i a l rate of i n t e r e s t to 
reduce the burden of i n t e r e s t cos t may be prescribed depending 
upon types and importance of d i f f erent e n t e r p r i s e s . In t h i s manner, 
the net p r o f i t s w i l l go up and the expense r a t i o w i l l go down. 
I t i s general ly noted that the p r o f i t s ocm be increased or 
reduced by manipulating the depreciat ion r a t e s . Such manipulation 
may be prevented when the depreciat ion rates are f ixed by the 
Central Authority Organisation, and cannot be cthauged without i t s 
approval. Thus, in order to ensure an adequate s e l f - f i n a n c i n g 
mechanism to the public enterpr i ses in India , the enterpr ises 
should be allowed to e£irn as much p r o f i t as they can by adopting 
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e f f i c i e n t operational technique! imrentory c o n t r o l , lower propor-
t ion of loan to equi ty , a reasonable rate of depreciat ion and a 
s u i t a b l e In teres t rate on the loan c a p i t a l . 
To be able to play i t s ro l e in the e f f e c t i v e fflobilisatlon 
of resources , i t i s imperative that the management should be 
competent to deal with the personal problems of the undertakings. 
Man-t>ower planning should be chalked out properly at the early 
s t a g e . But i f , any enterprise i s facing the problem of over-
s t a f f i n g , i t should be careful in further recruitment. The 
surplus man-power can be transferred to the new constructed 
p r o j e c t s . A voluntary retirement can be helpful in reducing the 
surplus s ta f f . Moreover, vsurious types of incent ives must be 
given to the personnel to leave the undertaking. Thus, the cos t 
of h ir ing extra employees may be reduced and the pro f i t s or surplus 
creat ion may be br ight . 
Thus, the management has s i g n i f i c a n t r e s p o n s i b i l i t i e s i n 
publ ic sec tor en terpr i s e s , as i t deals with the various problems 
there in . Since our public enterpr i ses have become the giant 
p lants and t h e i r work-load has become heav ier , the powers of 
management should be decentra l ized . Management should be separate 
for each department to supervise the s i t e e a s i l y and conveniently. 
Confusion to any management regarding Job r e s p o n s i b i l i t i e s should 
be removed at the early s t a g e . The r e s p o n s i b i l i t y should be la id 
down c l e a r l y as to what i s expected from the managers and how they 
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w i l l be held accountable. I n d u s t r i a l i z a t i o n s p e l l s out change -
a change from trad i t ion to modernity. Therefore» newly indus-
t r i a l i z i n g s o c i e t i e s must create new and modern managefflent pract i ces 
and methods relevant to t h e i r s p e c i f i c needs. In order to secure 
b e t t e r r e s u l t s , be t t er system of data c o l l e c t i o n and processing 
assume greater importance. Therefore, the management should have 
an upto-date data information system, which COM be r e l i e d upon for 
qual i ty d e c i s i o n s . 
The publ ic enterpr i ses cannot play p o s i t i v e ro l e in the 
mobi l i sat ion of resources , i f the r e l a t i o n s between labour and 
management are not cord ia l . Management must l e t the workers f e e l 
that they are part and parcel of the organisat^Lon and are doing 
the ir own work. At the same t ime, **a sense of belonging** i s to be 
created , i . e . , employees should think in actua^L pract ice that the 
work i s t h e i r own. The workers* par t i c ipa t ion on the Board of 
Directors w i l l be helpful in removing misunderstanding among the 
management and workers. The establishment of cordial r e la t ions 
between management and workers, the building-up of understanding 
and trust between them, subs tant ia l Increase in product iv i ty , 
securing of b e t t e r welfare and other f a c i l i t i e s for workers should 
be the main object ive of the workers' p a r t i c i p a t i o n . I f the worker 
e f f e c t i v e l y p a r t i c i p a t e in the management, they would take act ive 
I n t e r e s t in the work and consequently the a t t i t u d e of h o s t i l i t y 
towards the employer would disappear, and the production would 
increase . I t i s encouraging to note that reoeritly the Government 
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has decided to give representat ion to workers on the Board of 
Management of publ ic sector undertakings. But there are some pre-
r e q u i s i t e s for the success of t h i s scheme. The management of public 
e n t e r p r i s e s , for example, should be free from bureaucratic t rad i t ion 
and Increasing min i s ter ia l Interference . Also, managers of public 
enterprises should get oriented to the ir functional role of managers 
of s o c i a l i s t enterprise and a l s o get equipped 'irlth human r e l a t i o n s . 
Workers, In general , and the ir r e p r e s e n t a t i v e s , in p a r t i c u l a r , 
should get equipped with the s k i l l s and knowledge required for 
understanding the complications of the management. 
In short , these are the aspects where the management and 
workers can be assigned the i r respect ive ro l e s for the success fu l 
working of enterpr i se . By and large , '*a sense of belonging** i s to 
be created among every s ec t ion of the enterprise* I f both of them 
do not think in construct ive d i r e c t i o n , the enterprise would not 
be able to achieve i t s o b j e c t i v e s . In th i s r e s p e c t , the respons i -
b i l i t y of the Government i s a lso s i g n i f i c a n t . I t must try to do 
i t s best to Improve the condit ion through i t s construct ive i^proach. 
In making the p o l i c y , the Government should be guided more by the 
economic rather than the p o l i t i c a l motives. Tbie undue Interference 
at the Min i s ter ia l l e v e l should be avoided. Tbie management should 
be free from the t ight procedure of the Mini s ter ies to give manage-
ment a free hand in day-to-day conduct of bus iness . There i s a great 
need for evolving a management and control system of publ ic en ter -
pr i s e s which would maintain a r ight balance between autonoiqy and 
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contro l . Bxoessive external control w i l l i n e v i t a b l y have a 
frustrat ing e f f e c t on the manager and weaken i t s i n i t i a t i v e to 
take quick d e c i s i o n s . I f our public enterpr i ses are to be run 
e f f i c i e n t l y , the choice of a c t i v i t y in decision<-iaaking should be 
e s s e n t i a l l y l e f t to a management team c o n s i s t i n g of persons who 
are wedded to the enterprise and are appointed for a reasonably 
long period to be able to give evidence of competence* 
While d iscuss ing the performance of undertakings in 
Parliaffl^it, construct ive s teps should be recommended. Several 
Committees such as Estimates Committee and the Committee on Public 
Undertakings have been appointed by the Parliainent to assess the 
working of publ ic sector undertakings* Attempts should be made to 
implement the ir reoomn^ndations. Further, the objec t ives for which 
the concern i s es tabl i shed oust be spe l l ed out c l e a r l y from the 
very beginning. The objec t ives should guide the broad pr inc ip l e s 
for determining the prec i se f inancia l and economic ob l iga t ions of 
the enterprise in matters such as creat ion of r e serves , the extent 
to which the entez^rlses should underttike the r e s p o n s i b i l i t i e s 
of s e l f - f i n a n c i n g and the ant ic ipated returns on ce^ltal-employed 
e t c . An accurate assessment of the surplus from the undertakings 
i s des ired , because a rough assessment of surplus from public 
enterprises for the Five Year Plans have Inv i ted a widespread 
c r i t i c i s m . 
I t w i l l not be out of place to mention that public enterprises 
have to improve the ir image in the publ i c . One po int , however, 
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merits a t t en t ion . Much of the c r i t i c i s m against public undertaiclngs 
In India I s due to the Ignorance of the people about the object ives 
and the achievements of public concerns, bes ides f a l s e propaganda 
by a sec t ion irhlch I s dead against the po l i cy of public s ec tor . 
In t h i s connection, the ro le of Public Relation Off icers In public 
s ec tor undertakings I s s i g n i f i c a n t In conveying the achievements 
of public s e c t o r regu lar ly . I t should disseminate the s o c i o -
economic ob jec t ive s of public sec tor In p la in Itmguage to project 
I t s r ight Image among the people , par t i cu lar ly I t s ro le In the 
mobi l i sat ion of resources for economic development. 
The public sec tor undertakings are to function as v i a b l e 
p r o j e c t s , creat ing wealth or resources for the i r growth, without 
talcing advantage of the i r monopolist ic pos i t i on and reckoning 
t h e i r p r o f i t s in the business sense by fol lowing the commercial 
objec t ives as considerat ions overriding the sotsial purposes. But 
p r o f i t s must not accrue e n t i r e l y through the mechanism of pr ic ing 
or from the laws of demand and supply. They must spring from 
e f f i c i e n t management and the b e t t e r supervis ion . 
I t i s encouraging to note that the performance of public 
sec tor undertakings i s inq>ravlng now-a-days, asi various steps have 
been taken. Both the production and labour product iv i ty in public 
enterpr i ses have Increased. The reasons for th i s improvement l i e 
in b e t t e r marketing s i t u a t i o n , general Improvement in economic 
condit ions and ser ious e f f o r t s of the mcuiagement. A general c o s t -
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oonsolousness i s being not iced amongst the managers of public 
sector in recent years . Successful e f f o r t s seem to have been made 
to bring down per unit cost of production. The above statement 
becomes relevant while we go through the report of Industr ia l and 
Commercial Undertakings of the Central Government during 1974-73. 
Out of 120 operating companies in 1974-75, 81 earned a p r o f i t 
( a f t e r tax) and only 39 suffered a l o s s . The gross and net p r o f i t s 
i n 1974-75 were of the order of Rs.559 crores and Rs. lS4 orores . 
The improvement in the performance i s more s i g n i f i c a n t as compared 
to 1972-73, when for the f i r s t t ime, the public: enterpr i ses earned 
an overa l l p r o f i t of Rs.18 orores . Alongwith the sharp r i s e in 
p r o f i t , the p r o f i t a b i l i t y a l so improved sizabljr. The return on 
cap i ta l employed in 1974-75 was 8 .4 per cent wtiile the r a t i o of net 
pro f i t to paid up cap i ta l was 4 , 9 . As a r e s u l t of the sizcOile 
Increase in p r o f i t , the public sec tor enterpr i ses were able to 
generate internal resources of the order of Rs,580 crores . 
The in^roved performance i s to be a t tr ibuted to the r i s e in 
production, b e t t e r u t i l i z a t i o n of capac i ty , and large s a l e s turn-
over. While in 1973-74, only 75 companies had a capacity u t i l i z a -
t ion of more than 75 per cent , in the year 1974-75, 54 companies 
achieved t h i s d i s t i n c t i o n . 27 Companies had a capacity u t i l i z a t i o n 
of 50 to 75 per c e n t . Efforts are being made to reduce the inven-
t o r i e s accumulated in undertakings of publ ic s e c t o r . Consequently, 
from an equivalent of 7.9 months' value of production in March 1966, 
the inventor ies came down to 3.9 months' production in the end of 
1974-75, 
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The above achievements h igh l ight the iaprovenent in the 
working of publ ic undertakings i n recent y e a r s . But we must not 
be complacent. The e f f o r t s for the continuous be t t er performance 
should be made because s t i l l there i s a wide scope for c a p i t a l 
formation in our public e n t e r p r i s e s . Opportunities for earning 
substant ia l p r o f i t s can be explored by e f f e c t i n g improvements in 
mult i far ious d i r e c t i o n s . The public sector projects should be 
quickly completed so that the b e n e f i t s of investment flow early 
enough. The bureaucratic management mist give place to more 
imaginative! f l e x i b l e and profess ional managem<3nt| apart from 
reducing c o s t s . P r o f i t s should be regarded as a normal feature and 
as an index of operational e f f i c i e n c y . Heavy l o s s e s should be 
thoroughly inves t iga ted and top management should be accountable 
for the poor performance* 
Re-organized on the l i n e s suggested above» the public 
enterprise i s bound to play a s i g n i f i c a n t ro le in bui lding up 
the economic base and in the e f f e c t i v e mobi l izat ion of resources 
for the economic development. The pric ing po l i cy of public e n t e r -
p r i s e s ! i t may be added even at the r i s k of repet i t ion^ needs 
radical changes so that the production of goods and serv ices by the 
public enterprises may create substant ia l resources for economic 
development. In view of the enormous investment in these enter -
pr i ses and the need of augmenting further resources for our 
developmental p lans , the country cannot unduly continue the^wait 
and see process" and experiments of converting "loss- incurring" 
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enterpr i ses i n t o *profIt-earning" concerns. With adequate amount 
of experience gained, i t i s f a i r to expect that every rupee put 
in to the development of public enterpr i ses i s :rully u t i l i z e d , 
which in turn, must contribute s u b s t a n t i a l l y to our plan out lay . 
We should, therefore , apply more pragmatic approach, be more 
v i g i l a n t over each of the uni t s in the public sector and try to 
make i t an ideal sector by in^roving i t s production, product iv i ty , 
e f f i c i e n c y and accountab i l i ty . The performance of public sector 
u n i t s should be re la ted to these norms of performance so that they 
can e f f e c t i v e l y mobilize the resources for the economic development, 
A P P E N D I C E S 
s. 
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APPENDIX - I 
Undertakings with the i r investment aud the yeair of incorporation 
(Rupees in lakhs) 
^^ Name of xindertaking 
Year of 
Incor- Cate-
Investaent 
poration S**^ ^^^^"^^ ^^^^'^^ 
1. Bharat Earth Movers Ltd. 
2. Bharat Blectronios Ltd, 
3 . Garden Reach Workshops Ltd. 
(Controlled acquired by 
Govt, in I960) , 
4 . Go a Shipyard Ltd. (Subsidiary 
of Maasagaon Dock Ltd,) 
5 . Hindustan Aeronautics Ltd. 
6 . Mazagaon Dock Ltd.(Controlled 
acquired by Govt, in 1900). 
7. Praga Tools Ltd,(Controlled 
acquired by Govt, in 1959). 
8 . National Research Develop-
ment Corporation. 
9 . Life Insurance Corporation 
10. Central F i sher i e s Corporation 
11. Central Warehousing 
Corporation. 
12. Food Corporation of India 
13. National Seed Corporation 
14. Modern Bakeries of India Ltd. 
15. S tate P£urms Corporation of 
India Ltd. 
16. Export Credit & Guarantee 
Corporation Ltd. 
1964 
1954 
C 
C 
16.21 1664.8 
11.46 1140.0 
1934 
1967 
1964 
1934 
1943 
1953 
1956 
1965 
1956 
1965 
1963 
1965 
1969 
1957 
C 
C 
C 
C 
C 
D 
E 
C 
D 
C 
P 
c 
c 
E 
3.59 
1.05 
197.28 
9 .41 
5.35 
0.78 
5 .00 
0.55 
17.38 
250.56 
3.10 
2.00 
-
1,00 
525,0 
104.6 
21241.6 
989.1 
590.2 
83 .0 
500.0 
68 .0 
1910.8 
29175.9 
365.3 
340.7 
334.5 
100.0 
Appendix - I (Contd.) 
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N. 
„* Name of undertaking Cate-
Year of 
Incor-
poration ^ ^ 
Investment 
19681«9 1969-70 
17. Handicrafts & Handloom 
Export Corporation Ltd. 
(Subsidiary of S.T.C.) 
18. Indian Motion P ic tures Export 
Corporation Ltd.(Subsidiary 
of S.T.C. in 1957) . 
19. Minerals and Metals Trading 
Corporation of India Ltd. 
20. State Trading Corporation 
of India Ltd. 
21 . National Tex t i l e Corporation 
Ltd. 
22. Hindustan Latex Ltd. 
23. Hindustan Housing Factory Ltd. 
24. National Buildings Construc-
t ion Corporation Ltd. 
25. Bharat Heavy Qlec tr ioa l s Ltd. 
26. Cement Corporation of India 
Ltd. 
27. Heavy E l e c t r i c a l s ( l n d i a ) Ltd. 
28. Hindustan Cables Ltd. 
29. Hindustan Machine Tools Ltd. 
30. Hindustan Photofilms 
Manufacturing Co. Ltd. 
31 . Hindustan S a l t s Ltd. 
32. Instrumentation Ltd. 
33 . Machine Tool Corpn. of 
India Ltd. 
1958 D 1.12 116.6 
1963 
1963 
1956 
1968 
1966 
1953 
1960 
1964 
1965 
1956 
1952 
1953 
1960 
1953 
1964 
1967 
D 
C 
C 
0 
C 
C 
C 
c 
A 
c 
c 
c 
c 
c 
c 
A 
0.25 
4 .00 
14.23 
0.43 
1.39 
0.82 
3.09 
162.05 
5.98 
112.10 
5.06 
29.36 
13.97 
1.79 
7.46 
2.17 
4 5 , 1 
375.0 
1348.2 
320.2 
139.3 
79.0 
305.9 
17379.2 
893.2 
12336.0 
614.1 
2933.8 
1532.7 
178.8 
581.9 
358.0 
^ p e n d l x - I (Contd.) 
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S, 
z.* Name of undertaking 
Year of Cate- Investment 
^ll^'^rr gory 1968-69 1969-70 poration * ' 
34. National Industr ia l Dev. 
Corpn. Ltd, 
35. National Instruments Ltd. 
36. National Newsprint & Paper 
Mi l l s Ltd. 
37. National Small Industr ies 
Corpn. Ltd. 
38. Safflbhar S a l t s Ltd.(Subsidiary 
to Hindustan S a l t Ltd.) 
39. Tannery and Footwear Corpn. 
of India Ltd. 
40 . Bharat Pumps & Compressors 
pr ivate Ltd. 
4 1 . Indian Consortium for Power 
P r o j e c t s . 
42 . Film Finance Corporation Ltd. 
4 3 . National Projects Construction 
Corpn. Ltd. 
44 . Rural E l e o t r l f i o a t l o n Corpn, 
Ltd. 
45 . Vater and Power Development 
Consultancy Services ( India) 
Ltd. 
46. Bharat Aluminium Co. Ltd. 
47. Hindustan Copper Ltd. 
48 . Hindustan Zinc Ltd. 
49 . National Coal Development 
Corporation Ltd. 
1954 
1957 
1947 
1955 
1964 
1969 
1970 
1970 
1960 
1957 
1969 
1969 
1966 
1967 
1966 
C 
C 
C 
D 
C 
C 
• 
C 
E 
C 
D 
C 
A 
A 
C 
8.51 
5.57 
10.53 
19.25 
1.00 
-
-
-
0.96 
4 .95 
-
•> 
3.60 
7.65 
12.13 
746.8 
650.6 
1160.3 
2085.4 
100.0 
30.0 
16.5 
5 . 0 
92.3 
547.0 
300.0 
10.0 
871 .1 
1650.0 
1336.0 
1956 178.28 13481.5 
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Appendix - I (Contd.) 
S. „• Name of undertaking 
wo, ° 
Year of 
Incor - Cate-
Investment 
poratlon S"'*-^  ^^«S-69 1969-70 
50 . National Mineral Developnent 
Corporation Ltd. 
51 . Neyrell Lignite Corpn. Ltd. 
52 . P y r i t e s , Phosphates & 
Chenlcals Ltd. 
5 3 . Coohln Ref iner ies Ltd. 
54 . Engineers ( India) Ltd. 
55 . F e r t i l i z e r Corpn. of India Ltd. 
56. F e r t i l i z e r s and Chemicals 
Travancore Ltd.(Control acquired 
by Govt. In 1963). 
57. Hindustan Ant ib io t i c s Ltd. 
58 . Hindustan I n s e c t i c i d e s Ltd. 
59. Hindustan Organic Chemicals Ltd. 
60 . Indian Drugs end Pharmaceuticals 
Ltd. 
6 1 . Indian Oil Corpn. Ltd. 
62 . Lubrlzol India Ltd, 
6 3 . Madras F e r t i l i z e r s Ltd. 
64 . Madras Ref iner ies Ltd, 
65 . Oil and Natural Gas Commission 
66 . Indian Petrochemicals Corpn,Ltd, 
67 . Central Road Transport 
Corporation Ltd. 
68 . Central Inland Water Transport 
Corporation 
1958 
1966 
1960 
1963 
1965 
1961 
1943 
1954 
1954 
1960 
1961 
1959 
1966 
1966 
1965 
1956 
1969 
1964 
1967 
C 
C 
C 
C 
C 
C 
C 
C 
C 
C 
C 
C 
C 
A 
C 
C 
A 
C 
C 
44.83 5006.2 
172.69 17047.1 
7.08 351.9 
23.90 2185,6 
0.25 25.0 
155.52 20529.2 
63,50 
2.47 
1.26 
7.44 
7039.5 
247.3 
125,5 
1094,2 
66,55 7542,7 
142.70 13163,6 
1.56 147.4 
27.21 4081.0 
43.94 4122,6 
188,64 20313.9 
0.50 578.0 
1.61 
6.97 
177.0 
792,0 
Appendix - I (Contd . ) 
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S. 
* Name of undertaking 
Year of Gate* I n v e s t a e n t 
iTrlllon S***^ l^«8-69 1969-70 
6 9 . Hindustan Shlpyeard Ltd . 
TO. Mogul L ines Ltd . (Contro l 
acqu ired by Govt. In 1 9 6 0 ) . 
7 1 . Shipping Corpn. o f I n d i a Ltd. 
7 2 . Bharat Heavy P l a t e & V e s s e l s Ltd. 
7 3 . Bokaro S t e e l Ltd. 
7 4 . Heavy Eng ineer ing Corpn. Ltd . 
7 5 . Hindustan S t e e l Ltd , 
7 6 . Hindustan S t e e l Works 
C o n s t r u c t i o n Ltd. 
77 . Mining and A l l i e d Machinery 
Corporat ion Ltd . 
78 . Tr lven l S t r u c t u r a l Ltd. 
7 9 . Tungbhadra S t e e l Products Ltd. 
acquired In 1 9 6 7 ) . 
8 0 . Air I n d i a 
8 1 . I n d i a n A i r l i n e s 
8 2 . Ashoka H o t e l s Ltd. 
8 3 . I n d i a Tourism Development 
Corporat ion Ltd. 
8 4 . Janpath H o t e l s Ltd . 
8 5 . E l e c t r o n i c Corporat ion of 
I n d i a Ltd . 
8 6 . Indlmi Rare E a r t h s , Ltd. 
1952 8 . 5 5 9 8 9 . 5 
1938 
1961 
1966 
1964 
1956 
1954 
C 
C 
C 
A 
C 
B 
7 ,69 
5 4 . 9 8 
7 . 4 0 
206 .44 
224 .38 
1098 .83 
731 .8 
8166 .6 
1141.9 
35585 .1 
24696,8 
106281.3 
1964 
1965 
1965 
1960 
1953 
1953 
1955 
1965 
1963 
1967 
1950 
C 
C 
C 
C 
C 
C 
0 
C 
C 
C 
0 .98 148 .0 
5 2 . 7 5 5 5 9 9 . 7 
5 . 4 2 5 7 0 . 0 
1 ,01 1 0 1 . 0 
4 5 . 8 6 4 9 1 6 . 1 
4 7 . 4 2 4 3 3 0 , 0 
3 . 8 5 3 9 5 . 0 
1.88 277.9 
0 . 5 5 5 9 . 7 
3 . 1 0 3 9 0 . 0 
2 .40 250 .0 
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s. 
Ko. 
8T. 
88 , 
8 9 . 
9 0 , 
9 1 . 
Appendix -
NTaae of undertaking 
Uranium Corporation of India 
Ltd. 
Hlndustem Teleprinters Ltd. 
Indian Telephone Industr ies 
Ltd. 
Rehabi l i tat ion Housing Corpn. 
Ltd. 
Rehabi l i ta t ion Industr ies 
Corporation Ltd. 
I (Contd.) 
Tear of 
Incor-
porati on 
1967 
1960 
1950 
1951 
1959 
Cate-
gory 
C 
C 
C 
D 
D 
Investment 
1968-«9 1969-70 
12.48 
2.70 
9.50 
0.06 
5 .21 
1103.2 
258.6 
972.9 
6 . 3 
606.2 
Note: A. Undertakings under construction. 
B. Running concerns - Hindustan Steel Ltd. 
C. Running concerns - Other than HSL 
0, Promotional and Developmental undertakings 
E. Pinancial Ins t i tut ions . 
Sources Annual Reports on the working of Industrial and 
Commercial undertakings of the Central Government, 
1968-69 and 1969-70, New Delhi, 
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